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A Financial Notebook 








Budget in the Markets 

THE budget received a mixed re- 
ception in the stock markets. 
Further gains were marked up in 
equities, particularly those of com- 
panies likely to benefit from the 
concessions on overseas profits. The 
general movement was modest, but 
it brought the Financial Times index 
above 200, its highest since January, 
1956. This carried further the rise that 
followed the breaking of the indus- 
trial deadlock—and threat of a new 
wage inflation—by the British Trans- 
port Commission’s 5 per cent award 
in late March. The same influences 
had naturally had a depressing effect 
on the gilt-edged market; and here 
investors found little stimulus in the 
budget—indeed, the Chancellor’s re- 
newed emphasis on credit restriction 
contributed to a further sagging of 
prices. A further uncertainty was 
added by the upheaval in Jordan, 
which apparently induced the 
Government to reverse its earlier 
decision to end petrol rationing not- 
withstanding the absence of agree- 
ment on the terms of passage of 
British ships through Suez. Late in 
the month, however, these influences 
were offset by a renewed fall in the 
bill rate and talk about a further Bank 
rate reduction. 

Opinion overseas appears to have 
been generally impressed with the 
budget—though not sufficiently so 
to induce any marked covering of 
short sterling accounts. Sterling 
edged above $2.79 just after the 


budget, and reverted to this level 
after rising momentarily to $2.793; 
thus the weakening from just under 
the $2.80 parity brought about by 
the March wage disputes has not been 
reversed. Certainly, the major ob- 
stacle to a return of full confidence 
is the wages threat. 


Reserves Rising 


Despite the official support that 
had to be given to sterling in late 
March the gold figures for the 
month were fairly good; and the 
indicators of Britain’s overseas trade 
continue to be encouraging. As our 
regular table on page 352 shows, 
the reserves rose by $62 millions in 
March, bringing the net rise in the 
first quarter to $76 millions. India 
drew its second instalment of $67} 
millions on its credit from the Inter- 
national Monetary Fund, following 
that of $594 millions in February; 
but in both months the benefit to 
the reserves was greatly lessened 
by India’s further drawings on its 
sterling balances for dollar payments. 
Britain continued to make substan- 
tial dollar payments for oil—the 
credit from the Export-Import Bank 
is still undrawn—and paid the quar- 
terly instalment of $74 millions on 
the Canadian wartime loan. 

After taking account of the receipt 
of $17 millions from the European 
Payments Union in settlement of 
the February surplus—followed in 
March by a deficit of £3 millions— 
the “‘ residual ”’ deficit of the sterling 
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area was $28 millions. Net of the 
special items, this marks a_ sub- 
stantial surplus for the countries 
other than India. 

The March trade returns showed 
Britain’s exports at a new monthly 
record, of {296.9 millions; in the 
five months since the Suez blockage 
at end-October exports rose mar- 
kedly more than imports. It has 
been officially stated that news of 
orders in recent weeks points to an 
improvement in the export prospect, 
which is brightened also by the 
easing of import restrictions in Aus- 
tralia and South Africa (partly offset, 
however, by the tightening in India) 
and by the impending relaxation in 
British restrictions on exports to 


China. 


The 1956 Surplus— 

The detailed official statistics pub- 
lished last month document the 
remarkable dichotomy of strength 
and weakness that characterized 
Britain’s external payments in 1956. 
The balance of merchandise trade 





showed the smallest deficit since the 
war; yet the reserves were subjected 
to their biggest drain since 1951— 
and not entirely on account of the 


Suez fears. ‘The current balance, 
after crediting defence aid (down 
from {£44 millions to £23 millions), 
was transformed from a deficit of 
£79 millions in 1955 to a surplus of 
£233 millions; and for the most part 
this reflected a reduction of the 
deficit with non-sterling countries, 
from £304 millions to £51 millions. 

The improvement in the current 
balance is the more notable as net 
receipts from invisibles failed to 
achieve their expected rise from the 
poor 1955 level. This was attri- 
butable to a number of factors—a 
falling off in oil revenues after the 
Suez dislocation, a rise in-~- the 
Government’s overseas military ex- 
penditures (to the highest total since 
1947), a lag in receipts from off- 
shore sales of military equipment 
and a further fall in net earnings 
from shipping. The net credit from 
all invisibles except defence aid did 


UNITED KINGDOM BALANCE OF PAYMENTS 


(£ millions) 


| 1955 1956 
1956 | July-Dec 
1954 1955 (provi- | Jan- July- Jan- (provi- 
sional) | June Dec June sional) 
Imports (fob) 3,006 3,429 3,462 | 1,695 1,734 1,734 1,728 
Exports (fob) 2,820 3,070 3,403 | 1,530 1,540 1,701 1,702 
Current invisible transactions 364 +236 +269 | +155 + 81 178 + 91 
Defence aid 50 + 44 4 23 | 33 +11+9 +414 
Current balance + 228 79 233 23 -102 +154 + 79 
LLong-term investment (net) 220 -—163 -191 - 77 - 86 -— 64 —127 
‘* Commercial ’’ balance .. + 8 -242 - 42 | 54-188 90 — 45 
Changes in net overseas monetary 
position: | 
Miscellaneous capital (outflow) -;- 30 60 —- 50) 60 -— - 50 
Sterling balances os .. +210 -127 -151 — 12 115 - 27 —-124 
Official holdings of non-dollar | 
currencies, EPU debit, etc.. + 76 6 - 2| 26 - 20 1 - 3 
Payment into ‘“ waiver’’ ac- | 
counts os _ ve —_ oe — 37 | “—— " ini - 37 
IMF repayment (—)/drawing(+) — 40 — +201 | — — 201 
Errors and omissions .. - 45 + 86 - 2) 63 + 23 33. - 35 
Gold and dollar reserves + 87 -229 + 5, - 29 -200 95 —- 90 

















rise from £236 millions to £269 
millions, but entirely on account of 
the deferment of the £37 millions 
of interest on the North American 
loans (debited as a capital item pend- 
ing its return to the reserves). 


—and the Strain 


The inadequacy of the current 
surplus to meet the strains on the 
capital account 1s clearly brought out 
in a new ofhcial presentation (fol- 
lowed in the table opposite) that 
seeks to distinguish total ‘‘ commer- 
cial”’ transactions, including over- 
seas investment, from “ monetary ”’ 
transactions—changes in sterling lia- 
bilities, miscellaneous capital items 
and the reserves. In 1956 as a whole 
(though not in the second half) the 
surplus on current transactions was 
large enough to cover the net out- 
flow on overseas investment account 
—mainly to the overseas sterling 
area, but also, despite the inflow 
from the sale of Trinidad Oil, to 
non-sterling countries. But the net 
“commercial ”’ surplus of £42 mil- 
lions was much more than offset by 
a run down of sterling balances and 
a net outflow of miscellaneous capital 
(including short-term credits and 
some of the leads and lags in current 
payments). The residual deficit 
reflects the strain on the gold and 
dollar reserves, which without the 
drawing of £201 millions from the 
International Monetary Fund at the 
end of the year would have fallen 
by £196 millions in 1956 as a whole, 
having risen by £95 millions in the 
first half of the year. 

While the strains on the central 
reserve were accentuated by the 
demands of certain overseas sterling 
countries, and in particular India, 
as a whole the overseas sterling area 
added little to the pressure. Ad- 
mittedly, the balances of both the 
independent countries and_ the 


colonies with the dollar area and 
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Western Europe showed a marked 
deterioration (due mainly to in- 
creases in imports); but this was 
almost offset by increased sales of 
gold in London, to a record total 
of £222 millions. The net sterling 
holdings of the overseas sterling 
countries fell during the year by 
only £19 millions, to £2,860 mil- 
lions. ‘They rose in the first half- 
year and fell by £40 millions in the 
second—thanks partly to a down- 
turn in the balances of the colonies 
from their peak of £1,300 millions. 

The bulk of the fall in the sterling 
balances was, however, attributable 
to the non-sterling countries, which 
ran down their holdings in 1956 by 
a further {£132 millions, to £565 
millions—compared with £779 mil- 
lions at end-1954. In 1956 by far 
the biggest reduction was that of 
£114 millions, to £303 millions, in 
the holdings of Japan, China and 
other countries in the unclassified 


group. 


Advances Pressure Grows 


While Mr Thorneycroft in his 
budget speech attributed the con- 
tinued need for the “ co-operation ”’ 
of the banks in restricting advances 
to “the practical limits to the 
monetary pressure that could be 
brought to bear on bank liquidity ”’, 
the banks themselves have been 
feeling precisely such pressure. In 
the four-week period to March 20, 
three of the clearing banks—the 
National Provincial, Lloyds and the 
District—felt obliged to check the 
deterioration in their liquidity by 
selling investments, to a total of 
£18.1 millions—following the pur- 
chases of just over {£31 millions 
made in the first seven weeks of the 
year, by the Midland and Barclays. 
Even so, the liquidity ratio of the 
banks as a whole dropped a full 
point, to 32.6 per cent, whilst that 
at Lloyds fell to 29.7 per cent. 












The pressure was attributable to 
further repayments by the Treasury 
from its revenue surplus, and also to 
a further large increase in advances. 
Liquid assets fell by £69.4 millions 
and net deposits by £32.8 millions; 
both these movements were smaller 
than those in the March periods of 
1956 and 1955 (reversing the trend 
in the first seven weeks of the year) 
which, however, were due in part 
to the switches of deposits into bills 
following the increases in Bank rate. 












































March 20, Change on 
1957 Month Year 
{mn {mn {mn 
Deposits .. 6161.3 —- 28.6 +75.3 
‘Net’? Dep* 5896.6 — 32.8 +68.3 
O 
Yot 
Liquid 
Assets 2007.5 (32.6) - 69.4 - 4.9 
Cash .. 501.1 (81) + 1.8 -16.0 
Call Money 446.3 (7.2) + 31.8 +19.5 
Treas Bills 915.0 (14.9) -—101.5  -30.6 
Other Bills 145.1 (2.4) - 1.5 22.2 


«é Risk >? 

Assets 3969.7 (64.4) + 34.9 +-71.9 
Investments 1993.2 (32.3) -— 18.1 + 0.1 
Advances .. 1976.5 (32.1) -+ 53.0 +-71.8 

State Bds 39.8 — 17.7 — 
All other 1936.7 - 70.7 —~ 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 


The rise in advances in March 
was surprisingly large—{53.0 mil- 
lions, despite further repayments by 
the state boards of {17.7 millions. 
The apparent increase of {70.7 
millions in advances to all other 
borrowers follows an increase of 
£97.1 millions in the (five-week) 
February period. ‘This upsurge is 
believed to be attributable largely 
to the demands of finance for exports 
and engineering and other “ essen- 
tial’’ industries, and the latest in- 
crease was also swollen by large 
special influences. 


CIC Tightens its Grip 


The rise in advances has plainly 
been largely responsible for Mr 
Thorneycroft’s backward step in re- 
inforcing direct official control over 
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the banks, announced in his budget 
speech. The Chancellor has directed 
the Capital Issues Committee to 
extend its scrutiny over bank ad- 
vances made for capital purposes 
(those made in the normal course of 
business have always been free from 
CIC control) to the need for and 
terms of such advances. ‘This re- 
verses the relaxation made by Mr 
Butler in December, 1953, which 
limited the concern of the CIC to 
the purpose of the loans. But since 
then the limit of exemption from 
CIC control has been reduced from 
£50,000 to £10,000, so that the 
scrutiny will be over a very much 
larger range of bank transactions. 
Moreover, Mr Thorneycroft has 
indicated that the control will be 
strict. ‘The CIC has been told that 
it should not recommend consent, 
however good the purpose of the 
loan, unless it is satisfied either that 
there are exceptional features in the 
case which make it impossible for 
the applicant to raise the loan from 
non-banking sources, or that the 
proposed bank loan is a strictly tem- 
porary and short bridging operation. 
The aim of this ruling is to ensure 
that “‘investment is matched as 
speedily and completely as possible 
by savings’. But Mr Thorneycroft 
emphasizes that he has not assumed 
that bank credit for capital purposes 
is commercially unsound; on this 
matter, at least, the bankers are still 
officially deemed the judges. 


Overseas Trade Corporations 


The most far-reaching of the 
Chancellor’s budget reliefs is the 
recognition for special tax treatment 
of ‘ overseas trade corporations ’’- 
companies controlled and managed 
in the United Kingdom but con- 
ducting all their trading operations 
abroad. ‘The principle of the con- 
cession is to exempt from all United 
Kingdom taxes the undistributed 
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profits of such corporations; more- lon and elsewhere where local rates 
over, while distributions to parent are high—the gains could be sub- 
companies, or any other UK com- stantial. But to secure them com- 
pany, are to be subject to income panies must be willing to retain their 
tax and profits tax, distributions to money overseas. Above all, there- 
individuals will be subject only to fore, this is a boost for overseas 
income tax. The proposals are investment. 
accordingly expected to induce con- 
siderable reorganization of company Endorsements Progress 
structures. ‘The concessions will not Mr Graham Page’s Cheques 
apply to banking and insurance, nor (No. 2) Bill, which seeks to remove 
to shipping (which receives special the need for endorsement of cheques 
treatment through the investment paid in to the accounts of payees 
allowance); but they will be available -eceived its second reading last 
to companies engaged not only in month together with the general 
manufacture, mining, oil winning approval d tie Coe. be 
and agriculture but also distribution, util cxneet fan comaitineedl im cosmualieen 
including the distribution of British 44 it is expected that some cniinnts 
exports. ‘I'he Chancellor has been py significant amendments will be 
careful to avoid the suggestion that made. Detailed consideration is thus 
this may promote any degree of ex- best deferred until a later stage. 
port subsidy by requiring that the The Bill does its main job rather 
sales of goods by the manufacturer more simply than the Bill drafted 
to his overseas distributing corpor- by the Mocatta Committee (dis- 
ation must be made at realistic cussed in full in The Banker for 
market prices. December last). The paying banker 
The improved fiscal status that is to be relieved of responsibility for 
will be enjoyed by existing British paying any cheque without an en- 
companies overseas should help to dorsement, and _ the _ collecting 
make them less vulnerable to foreign banker’s rights are to be preserved 
“ take-overs”’. | Where local tax despite the absence of the endorse- 
rates are some way below British ment of the holder of the cheque 
rates—though not, as in India, Cey- from whom he receives it for col- 
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lection. ‘The famous section 82 of 
the Bills of Exchange Act is replaced 
by similar protection extended to 
the banker collecting crossed or open 
cheques; and the anomaly of instru- 
ments under section 17 of the 
Revenue Act of 1883 is also removed. 


District Bank Capital 
Streamlined 


The fashion of simplifying bank 
capital by extinguishing uncalled 
liability and merging different classes 
of capital into a single equity was 
carried further by the District Bank 
last month, following the schemes 
announced earlier this year by Mar- 
tins and the National Provincial and 
last autumn by Lloyds; and the 
District has also followed these pre- 
cedents in promising a somewhat 
higher distribution on its new, and 
increased, capital. The existing 
capital comprises 1,896,000 “A” 
shares of £5, £1 paid; 316,000 “ B”’ 
shares of £1, fully paid; and 764,428 
£1 ‘“‘C” shares, fully paid. The 
scheme cancels both the {4 uncalled 
liability on the “A” shares (of 
which {£3 6s 8d is a reserve liability 
callable only in liquidation) and the 
limitation of dividend on the “B” 
shares to a maximum of 10 per cent 
(compared with the actual 1956 
dividend on the “A” and “C” 
shares of 20 per cent). 

The “ B” shares are to be written 
down from {1 to 10s and then re- 
consolidated into {1 shares and let 
fully into the equity. The premium 
in existing market value on the 
present fully paid and full equity 
‘“C” shares is recognized in a one 
for twenty-five scrip bonus to the 
‘“C” shareholders. All three classes 


are then to be consolidated into {1 
fully paid pari passu shares, and a 
two-for-five scrip issued to the whole. 
The total capital is thus enlarged 
from £2,976,428 to £3,988,530. The 
intention is to pay 15 per cent for 
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the year. Distributions to “A” 
and ‘“‘ B”’ shareholders will thus be 
raised by one-twentieth and distri- 
butions to “‘C”’ shareholders by just 
under one-tenth. 


Merchant Banking Mergers 


Two important mergers have re- 
cently taken place in the financial 
community of the City. The first 
is the completion of negotiations, 
known to have been proceeding for 
some time, for the merger of the 
business of Seligman Brothers with 
that of S. G. Warburg & Co Ltd; 
the partners of Seligman Brothers 
will join the boards of companies 
in the Warburg group. Seligman 
Brothers traces its origin back to 
1864, and is one of the few mer- 
chant banking firms to have taken 
root in London from tentacles spread 
from the other side of the Atlantic. 

Both the amalgamating houses are 
members of the Issuing Houses 
Association. Seligman Brothers is 
also a member of the Acceptance 
Houses Committee, and its accept- 
ances are thereby eligible for re- 
discount with the Bank of England. 
By this merger, therefore, the excep- 
tionally dynamic firm of Warburgs 
makes its entry into this inner core 
of the City of London. 

It was announced earlier that 
Hambros Bank is to acquire Messrs 
Mocatta & Goldsmid, who have been 
active as bullion brokers since 1684. 
In this case there will be no formal 
merger; the Mocatta business is to 
be vested in a separate company, of 
which the present partners, Mr 
Edgar and Mr Edward Mocatta, are 
to be the managing directors. For 
Hambros Bank, the acquisition is in 
the nature of an investment, effected 
with the approval and co-operation 
of the Bank of England; and the 
firm’s foreign exchange business 
should be helped by closer marriage 
with bullion operations. 

















No Retreat from 
Disinflation 


R THORNEYCROFT has contrived to produce a budget that 
could be as good for the British economy as it is for Tory 
morale. ‘The political pressures for easy budgeting were this 
year especially dangerous because they were flanked by pleas 
from a significant section of economic opinion for a really substantial boost 
to purchasing power, to provide the basis for a return to full domestic 
expansion. Very wisely, Mr Thorneycroft rejected this course—which 
beyond the very short run is self-defeating through its effects on sterling. 
The Chancellor could, however, find some leeway from the unexpectedly 
large cuts in the defence estimates announced just before the budget— 
though very little from the rest of the big increase in the prospective budget 
surplus, which is attributable mainly to the inflation of taxable incomes. 

Mr Thorneycroft put the scope for tax relief at about £100 millions; in 
view of the pressures on the wages front that may appear somewhat optt- 
mistic to cautious observers, but it was probably impossible politically to 
get away with less. Moreover, the form that the main political pressure 
has taken this year actually facilitated the implementation of the tax changes 
that are of greatest long-term benefit and smallest short-term danger; and 
Mr Thorneycroft has seized his opportunity. By strictly limiting his 
popular reliefs, he has satisfied three vital requirements that to many 
appeared irreconcilable in this year’s budget. He has given heart to the 
party stalwarts—and to many other hard-pressed executives and profes- 
sional people besides; made a start on the recasting of the tax structure in 
some of the directions delineated by the Royal Commission; and mitigated 
the impact of his aggregate tax remission on domestic consumption. 


I-A RESTRAINED EXPANSION 


By putting sterling first, and budgeting for a restrained rather than flat 
out increase in spending and production, the Chancellor has laid the best, 
indeed the only, basis for a wider spread and really substantial tax relief in 
the future. Many of the critics who have suddenly written off the past 
two years’ effort at disinflation and advocated the immediate raising of 
production to full capacity appear to have forgotten the economic truism 
that they themselves were preaching through all the years that production 
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was at full capacity: that until some margin, some room for manoeuvre, is 
created in the economy, no sound balance can be achieved either internally 
or in external payments. If the price of attaining the margin that now 
exists in the economy has been high in terms of production forgone and 
increased unit costs, especially labour costs, that is due to some degree to 
the novelty of the new climate and the understandable uncertainty in 
industry about its duration. A return to full buoyancy now would prob- 
ably end all hope of ridding industry of its inflation psychosis. 

At the same time, moreover, the maintenance of a reasonable margin of 
safety need no longer imply a continuing stagnation of the total level of 
national output, or even, in due course, any sacrifice in the pace of expansion. 
This fact has been greatly obscured by the special difficulties of the initial 
creation of the margin: once this exists, production can safely be raised in 
line with new capacity—but not so much as to take up the reserve capacity. 

That, most reassuringly, appears to be the Chancellor’s present aim. 
Mr Thorneycroft laid great emphasis in his budget speech on the achieve. 
ments of disinflation. He pointed to the better balance achieved in various 
sectors of the economy, including the balance between registered unem.- 
ployment and vacancies, claiming that “ the temperature of the economy has 
been brought down to a more normal level’’. The unquestionable vindi- 
cation of the policy was, of course, the improvement in current external 
payments. Despite the disappointing performance of “ invisibles ”’, itself 
due largely to the Suez disruptions, the current balance net of defence aid, 
at £210 millions, was easily the largest since the war with the exception of 
that of 1950—-when it was matched by a very large run-down in stocks. 
Yet set against Britain’s large commitments on capital account—accom- 
panied last year by the great speculative drain occasioned by the Suez crisis 

even this near record surplus has been seen to be inadequate. More- 
over, the rise of 6 per cent in the volume of Britain’s exports last year was 
markedly short of that achieved by its main competitors. 

The Chancellor could therefore point out that the export prospect itself 
offers an important source—and the soundest one—of domestic re-expan- 
sion; but whereas in 1956 the rise in exports accounted for nearly three- 
quarters of the small net increase in the total output of the economy, this 
year it is expected to be accompanied by a revival of demand from domestic 
sources. Fixed investment is expected to show only a small increase— 
possibly wholly on account of the nationalized industries; and Government 
spending in real terms is expected to fall—thanks wholly to the defence 
cuts. No official forecast is hazarded on stocks, but it would be surprising 
if they lagged far behind the rise in output. 

What seems certain is that there will be a marked increase in consumption. 
Last year’s check was attributable to a considerable degree to the hire- 
purchase restrictions and the reductions in bank advances to personal 
borrowers; now, aided by the relaxation of restrictions on deposits on cars, 
the hire-purchase “ cycle’ appears to have reached its upward stage again; 
and it will clearly be difficult to secure any further reduction in personal 
advances—the classified statement for the three months to mid-February 
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showed an upswing, the first since May, 1955. Hence net personal savings, 
which are estimated to have risen last year by nearly one-half, to about 
10 per cent of total personal income after tax, will this year come under 
pressure from renewed dis-saving through these channels. Another expan- 
sionist influence is likely to be the reversal of last year’s big decline in 
spending on private motoring. Finally, and still largely an unknown 
quantity, incomes are being swollen by wage increases, which are unlikely 
to be passed on in full in higher prices. ‘The deterioration in the prospect 
after the Transport Commission’s unconditional award of 5 per cent late 
in March undoubtedly stiffened the Chancellor’s resolve to add only a 
modest stimulus of his own. 


II—THE BUDGET IMPACT 


The proposed tax changes and their expected effect on the revenue are 
set out in the table overleaf. ‘The largest single relief is the proposed 
exemption from United Kingdom taxation of retained profits from operations 
by British industrial and trading companies overseas. Following the recom- 
mendations of the majority report of the Royal Commission, this is to be 
implemented through the recognition of a new category of “* overseas trade 
corporations’. ‘The main features known so far of this important innov- 
ation are discussed in a note on page 280. ‘The concession is provisionally 
estimated to cost £25 millions in 1957-58 and £35 millions in a full year: 
but it will have virtually no effect on domestic spending. 

The other big remission of direct taxation—the concessions to sur-tax 
payers, estimated at a total of £23 millions in the current fiscal year—should 
also be matched to a considerable degree by higher private saving; and the 
same may be true even of one of the cuts in indirect taxation, that in enter- 
tainments duty, much of which is expected to fortify profits rather than 
reduce prices. Sensibly, moreover, the Chancellor offset part of his loss by 
introducing an excise duty of {1 a year on television licences. 

Mr Thorneycroft confined his popular reliefs to withdrawal of the 
“Suez shilling’ from petrol and cuts in purchase tax on a wide range of 
household goods from 30 to 15 per cent (thus creating yet another, seventh, 
scale). Finally, he gave limited income tax relief—costing just under {£17 
millions this year—to families with children of school age, and to the old. 
The most notable omission from the budget, which would have cost 
virtually nothing this year, is reform of the anomalously cast profits tax. 

[t seems reasonable to suppose that no more than two-thirds, and possibly 
appreciably less, of the Chancellor’s total remission of £97.65 millions in 
1957-58 will involve an addition to domestic spending power. But the 
impact of the budget accounts as a whole is still likely to be disinflationary 
on balance. Before the tax changes, as can be seen from the big table, the 
prospective surplus above line was no less than £560 millions, up £270 
millions on the surplus achieved in 1956-57—though actually exactly the 
same as the surplus held out by Mr Macmillan last year if the £100 millions 
of the promised additional economies is counted in. 
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However, the main contribution to the expected fiscal improvement this 
year arises from the effect on the revenue of the higher level of wages and 
salaries—of which only a small part, that representing the increased propor- 
tion of tax paid as the inflated incomes attract higher marginal tax rates— 
can be regarded as a disinflationary force. Some withdrawal of purchasing 
power is likely to result from the expected rise in customs and excise 
receipts, since this is expected to result partly from a switch back to spending 
on the (heavily taxed) durable goods. However, any such impact is likely 
to be more than offset by the projected fall in miscellaneous revenue from 
trading services and sales of stocks; without the book-keeping windfall of 
£37 millions from the return of last year’s interest on the North American 
loans, the loss here would have been £48 millions. ‘Thus, the projected 
increase in total budget revenue—again before the changes—of nearly {229 
millions may have no net disinflationary effect at all. 

The real fiscal contribution is expected in expenditure. Admittedly, the 
reduction in the total estimates of £41 millions below last year’s out-turn 


THE TAX CHANGES AND THEIR COST 


Estimate for Estimate for 
957-58 a Full Year 
{mns {mns 


Income Tax 

Extension of earned income relief at two-ninths 
from £2,025 to £4,005 and at one-ninth to 
£9,945... — 17.00 — 24.50 

Increase in child allowance from £100 to £125 
for children aged 12 and over and £150 for 
dependent children aged 17 and over . ~— 14.50 — 17.50 

Exemption of incomes not exceeding £250 for 
single persons aged 65 or over and not 
exceeding £400 for married couples where 











either husband or wife is aged 65 orover_.. - 1.50 - 2.50 
Increase in the income limit for “‘ age relief ”’ 
(granting earned income relief even though 
income is unearned) from £600 to £700 .. — 0.75 - 1.75 
Surtax 
Deduction from total income subject to surtax 
of personal allowances in excess of £140 .. —~ 6.00 - 9.75 
Income Tax and Profits Tax 
Exemption of ‘‘ overseas trade corporations ”’ — 25.00* — 35.00* 
Increase in investment allowance for ships 
from 20 to 40 per cent a > .. Negligible —11.50f 
Total Inland Revenue - - ~ 64.75 ~102.50 
Customs 
Reduction of 1s. to 2s. 6d. of duty on petrol 
and derv - ‘4 i i ee ~ 10.00} Nil 
Excise 
Abolition of entertainments duty on theatres 
and sport, and reduction on cinemas 11.20 -~12.20 
Imposition of £1 a year television duty - 6.30 - 8.00 
Reduction of purchase tax from 30 to 15 per 
cent on certain household goods __... he — 18.00 - 24.00 
Total Customs and Excise (net) .. — 32.90 — 28. 20 
Total Net Cost ad - — 97. 65 -130.70 


* Tentative estimate. ‘+ Cost in 1958- 59 will be £7 mns. 
| Tentative estimate, based on non-recurrent loss of revenue arising from removal 
of the temporary increase of duty in advance of the ending of petrol rationing. 
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is more than attributable to the large anticipated fall in consolidated fund 
payments, reflecting in part the lower rates on the floating debt and in part 
the purely technical influence of the expected reduction in switching into 
the new issue of savings certificates. However, the small net increase in 
projected supply expenditure—compounded of a rise of £131 millions in 
civil expenditure and a fall of £105 millions in defence expenditure, net of 
American and German aid—appears to be more than accounted for by higher 
prices. In real terms, the net reduction might be around £100 millions. 

If the estimates are broadly adhered to—and it should be recalled that 
the exceptionally large over-spending last year was attributable not only to 
the Suez operation but still more to a bunching of a number of substantial 
wage and salary increases—the resources freed will thus be substantially 
larger than the additional spending, of perhaps something in the region of 
£60 millions, provoked by the budget reliefs. ‘The Chancellor has thus 
actually slightly restrained the “‘ natural ’’ forces of domestic expansion. 

The most widespread criticism of this course has been that it makes no 
provision to counter the halt to the rise in private industrial investment; 
and that this could have been done without any effect on the revenue this 
year by a restoration of the investment allowance in place of the “ initial 
allowance’ which now governs capital outlays on most assets except ships 
(for which Mr Thorneycroft has raised the investment allowance from 
20 to 40 per cent). But the most pressing need this year, as the Chancellor 
intimated, is to match the recent good record in industrial investment by 
some investment in the gold reserves; and as a correspondent points out in 
the ensuing article, it is in the capital goods sector that home demand is 
now competing most directly with exports. 


What to Review in Money Policy 


On the present outlook, therefore, the authorities were surely right to 
avoid risk. If the outlook changes appreciably in coming months, a boost 
to future investment programmes could always be given through monetary 
policy. One of the first priorities in any easing in this sphere, when it is 
judged to be due, should surely be the ending of official interference with 
the commercial judgment of the bankers. ‘The Chancellor found it necessary 
shortly before the budget to reiterate his request to the banks to restrict 
their advances for “ less essential ’’’ purposes; and in his budget speech he 
announced a new bludgeon. ‘The bankers’ efforts are to be “‘ supported ”’ 
by extending the scrutiny of the Capital Issues Committee over bank loans 
used for capital purposes (see page 280). 

Mr Thorneycroft attributed the need for this and the general ‘‘ request ”’ 
to “the practical limits that can be brought to bear on bank liquidity ”’; 
he concludes that “‘ the monetary machine is working under great difficulties’’. 
He therefore believes that a new ‘“‘ Macmillan inquiry ” should now prove 
useful and constructive, and is setting up a committee “ to inquire into the 
working of the monetary and credit system and to make recommendations ”’, 
taking particular account of the influence of the public finances. It is to 
be hoped that the inquiry is given the facility of investigating, and reporting 
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BUDGET ESTIMATES AND EXCHEQUER 





(£ millions) 





OUT-TURN 








ABOVE THE LINE 
1956-57 1957-58 1956-57 1957-58 
Out- Estimates , Out- Estimates 
Revenue turn Before | After Expenditure turn | Before | After 
| Budget | Budget | Budget | Budget 
Income ‘Tax | 2,114 2,230 | 2,176 | Interest on Debt .. 711 =| 640 | 640 
Surtax .. | 158 155 149 | Sinking Funds... 37 38 | 938 
Death Duties 169 170 170 Northern Ireland. . 66 | 69 | 69 
Stamps .. 63 | 60 60 Miscellaneous 10 10 | 10 
Profits ‘Tax and Excess | —|—|\—— 
Profits ‘Tax 200 | 260 255 TOTAL CONSOLIDATED | 
Excess Profits Levy FUND SERVICES 824 | 757 | 757 
Other Inland Revenue eminent voinnt 
Duties l 1 l Suppls Defence (net). 1,525 1,420 1 420° 
—— )- | Civil (including 
TOTAL INLAND REVENU! 2,705 2,876 2,811 | ‘Tax Collection) | 2,519 2,650 2,650 
Customs and Excise | 2,101 2,150 2,117 | | ——_-— , ——___—__ | —-— 
Motor Duties .. se | 91 93 | 93 POTAL SUPPLY | 4,044 | 4,070 | 4,070 
rOTAL TAX REVENUE .. 4,897 5,119 5,021 
Post Office (Net Receipt) 4 20 20 
Broadcast Licences... | 28 31 31 
Sundry Loans .. 33 | 32 32 
Miscellaneous 196 185 185 | 
Total Revenue 5,158 | 5,387 | 5,289 Total Rugendinure 4,868 | 4,827 | 4,827 
Surplus 290 560 | 46 
5,158 5,387 5,289 5,158 5,387 | 5,289 
BeLow THE LINE* 
Receipts Payments 
Interest outside Budget 147 175 175 Interest outside Budget .. 147 175 175 
Export Guarantees Export Guarantees 5 7 | 7 
Repayments .. ae 2 5 | 5 Post-war Credits .. 17 17 | 17 
Housing receipts from Excess Profits Tax Refunds 1 — | — 
Votes 7 7 7 War Damage in £ 25 22 | 22 
Local Authorities | Scottish Special Housing 5 6 | 6 
Repayments .. 42 | 48 48 Armed _ Forces——Housing 6 6 | 6 
Post Office capital re pay- | Loans to Local Authorities 109 | 100 | 100 
ments from Votes 3 6 6 Loans to N. Ireland Ex- | 
Film Corporation- chequer - i 1 | 3 | 3 
Repayments .. l 1 1 Loans for New ‘Towns 
Raw Cotton Commission: Development . 32 | 33 33 
Net repayments 2 Post Office capital expen- 
Nationalized Industries diture 79 | 75 75 
(other than National Loans to Film C orporation 1 1 | 1 
Coal Board)- Loans to Ind. ‘Television | 
Repayments 14 14 Authority 1 | l 
New Towns Loans for Development of 
Repayments .. 1 | I l Inventions 1 | — 
‘Town and Country P lan- Town and Country Plan- | 
ning Acts ning Acts- 
Repayments 8 5 5 Compensation payments 17 | 2 | 2 
Potato Marketing Board- Overseas Resources— 
Repayments . 3 | 3 Colonial Development 7 15 | 15 
Anglo-T'urkish Arma- Loans to Potato Marketing 
ments Credit | Boar 3 | 6 6 
Repayments l 1 i Loans to Sugar Board (net) 13 | - | 
Other repayments l l l National Coal Board— | | 
Capital expenditure (net) 26 | 45 45 
Loans to. other’ State | 
Industries cs 284 | 290 | 290 
‘Transport (Railway Fin- | 
ances)—Loans .. 52 50 | 50 
International Finance Cor- 
poration: Subscription 5 
Total Receipts 215 267 267 Total Payments 836 | 854 854 
| 
Net Sum borrowed or 
met from Surplus 621 587 587 ‘* Overall ’’ deficit 331 | 27 | 125 
836 854 854 836 | 854 | 854 
Total Receipts 5,373 | 5,654 | 5,556 Total Payments 5,704 | 5,681 | 5,681 





* Items below the line are:— 


1. Receipts applicable by statute to debt interest which would otherwise 


2. Receipts applicable to debt redemption. 


3. Payments for which the Treasury has power to borrow. 
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on, some of the dark corners of those finances; and Lord Radcliffe and his 
colleagues could do useful work in persuading the Chancellor of the true 
illogicalities of the present system. But it is to be hoped that the public 
will not be led into a belief that the underlying problems of an inflationary 
economy can be solved by some magic monetary formula. Whatever the 
technical instruments of regulation, the economy will remain in need of 
special restraint so long as demand remains pitched to the limit of capacity. 


II—THE WAY TO REAL RELIEF 


The maintenance of adequate room for manoeuvre within the economy 
is, moreover, the essential condition for a really substantial alleviation of the 
tax burden in the future. Higher production of itself provides no depend- 
able scope; in an economy under inflationary stress, the leeway it provides 
is likely to be needed to fortify the external balance—and still more likely 
to be taken up by wage increases before it ever became “ available”’ in the 
budget reckoning. Reductions in Government expenditure, such as that 
in prospect from the new defence policy—which, however, has not yet been 
shown to be large enough to outweigh the natural rise in civil expenditure 
——naturally offer rather more eventual scope for the taxpayer, as they them- 
selves exert a disinflationary impact; but if this is quickly offset by a fully 
equivalent boost to demand the relief is unlikely to be sustained. 

This is simply another way of saying, of course, that tax relief, marking a 
reduction of public saving, can safely only be the counterpart of increased 
private savings—net savings, after meeting the needs of investment. This 
is strikingly demonstrated in Britain’s fiscal experience since the end of the 
war. A detailed analysis undertaken in The Banker just three years ago 
drew attention to the apparent paradox that whilst the very large additions 
to the defence programme after Korea had raised Government expendi- 
ture faster than national income, it had been possible to achieve a sub- 
stantial reduction in the proportionate burden of taxes—and at the same 
time, plainly, to reduce inflationary pressure. ‘Thus the above-line surplus 
was run down from £720 millions in 1950-51 to around £90 millions in both 
1952-53 and 1953-54; and central tax revenue dropped in the same period 
from 32 per cent of gross national income to about 28 per cent. The 
explanation, of course, was the remarkable resurgence of private savings. 

This recovery was carried further in 1954 and 1955; but the pace of 
expansion slackened. It was at this juncture, moreover, that private invest- 
ment was sharply increased; so that, according to the estimates of the 
national income statisticians, the private sector was in 1955 again a net 
‘borrower’ of funds from other sectors, for the first year since 1951. 
Hence the need for the rebuilding of substantial Government revenue 
surpluses; so that, notwithstanding the downturn in the proportionate 
burden of Government expenditure, the big earlier decline in the tax burden 
slackened to a virtual halt. 

Last year, thanks to a considerable degree to the policy of disinflation, 
the trend of net private saving was again reversed. While the rise in com- 
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pany profits slackened, personal savings leaped to about two-fifths of total 

savings in the economy, and as the rise in private investment was just offset 
by a reduction in the volume of stock-building, net private savings soared 
to a post-war record. ‘The improvement was far larger than the reduction 
in the Exchequer surplus; and the rise in total net domestic saving was 
the counterpart of the big improvement in the external surplus. 

The large projected increase in the budget surplus this year is needed 
partly to match the expected fall in private savings and partly to release 
more resources for rebuilding the gold reserve and other forms of external 
investment. It is this need to achieve an external surplus considerably in 
excess of the best of past years that explains the need for revenue surpluses 
on a scale commensurate with those extracted in the early post-war years 
when net private savings were still consistently negative. 

Once the primary task of restoring a sound foundation for sterling has 
been achieved, part of the increment in production can again safely be made 
available for increased consumption. But even then it will be possible to 
distribute a significant part of this by lightening the load on the taxpayer 
only if an undue share is not pre-empted by wage demands. The means 
of securing adequate wage restraint may yet prove to be the Achilles heel 
of the fully employed economy; but, despite the deductions widely drawn 
from the experience of the past year, the best hope still lies in the policy 
of preventing the economy from running at full-out pressure. It is natural 
that in the initial phase, before employers and unions have adjusted them- 
selves to the implications of disinflation, and while the creation of the 
margin involves a check to production, the policy will involve some rise in 
labour costs. But if the “‘ more normal temperature ”’ is maintained it is 
bound to have its effect—as it appeared to be doing this year before a public 
employer forced the pace with its uncommercial award. 

The experience of the countries that have experimented with schemes of 
voluntary or even compulsory wage restraint points consistently to the 
ineffectiveness of such arrangements in comparison with the influence of 
the economic climate. This is the striking conclusion reached in a study 
of comparative wage experience by Mr B. C. Roberts, an expert in this 
field, published in the April issue of Lloyds Bank Review. A disinflationary 
climate, Mr Roberts points out, is actually welcomed by the unions in some 
countries since only with it do they feel able to exercise their bargaining 
strength to the full. And it should also help to encourage the much needed 
flexibility in wage negotiations in industries covering sectors of widely 
varying productivity and profitability.* 

On every major count, therefore, Britain’s fully employed economy is in 
need of disinflation not simply as a recurrent medicine to cure recurrent 
bouts of over-indulgence but as a sustained injection to permit a balanced 
and sound expansion. Mr Thorneycroft’s courageous and cautious budget 
is perhaps the best sign yet that the Government has recognized this need; 
it now needs to be backed by the same logic in wages policy. 


* This is discussed more fully by Sir Oscar Hobson on page 301. 
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Three Economic Surveys 
By A SPECIAL CORRESPONDENT 


The economic policy followed during 1956 was one of disinflation, designed 
to encourage exports, check imports and stabilise prices. ... On the whole 
this policy was successful.—Economic Survey for 1957. 


In the United Kingdom the measures so far taken had left too small a margin 
of safety and continued restraint of overall demand was necessary, while avoiding 
too great a restraint upon new productive investment.—Eighth Report of the 
OEEC. 

The United Kingdom made every effort in 1956 to improve its balance of 
payments, but it proved a costly operation, inasmuch as expansion was stopped 
and localised signs of recession appeared.—Economic Survey of Europe in 
1956, ECE. 


ORE official information, analysis and propaganda concerning 
the British economy is published by the Stationery Office in 
the few weeks surrounding the budget than in the rest of the 
year put together; and this year a statement on defence policy 
that was much more economically significant than usual and a White Paper 
on nationalized investment were added to the customary April array. The 
economic observer inside Britain, therefore, has had perhaps enough home 
produce to digest—a process made no easier this year by the major dis- 
agreements between experts inside as well as outside Whitehall—without 
seeking imported opinion. Nevertheless, within a week of the publication 
of Britain’s own Economic Survey, two expert appraisals covering economic 
developments here within the frame of the European economy did arrive 
from abroad—the annual report of the Organization for European Economic 
Co-operation and the annual Economic Survey of the United Nations 
Economic Commission for Europe. Besides sketching in the European back- 
ground, both offer some telling footnotes to this year’s exercise 1n economic— 
and political—introspection from Great George Street. 

These three economic surveys differ in purpose, character, and quality. 
Britain’s ‘‘ Economic Survey for 1957’ is essentially an official account of 
what took place in the economy in 1956, with a few hundred words of some- 
what platitudinous “ prospects for 1957’; these were designed to indicate 
the tone of dominant opinion in the Treasury about the coming year, without 
in any way committing the Chancellor in the budget that followed a week 
later. The 1957 Survey is rather less searching in its analysis than usual, 
and perhaps more of a political document than in recent years. 
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The OEEC report is the resultant of economic consultation between 
ministers and officials of its member countries in Western Europe: it has 
to be unanimously approved by their Council, and tends therefore to be 
most cautious in its judgments, though confident in its statistical analysis of 
Western Europe. ‘The secretariat of the Economic Commission for Europe, 
on the other hand, in no way commits the members of that vari-coloured 
international body. It comprises a group of officially-informed but 
comparatively independent economists and statisticians, who have perforce 
become accustomed to working with most inadequate and patchy data, and 
are ready to attempt more recondite analysis of such data than perhaps any 
other official economists in the world. Its comments are economically 
more sophisticated than those of the other two economic surveys, and more 
uncompromising: its authors would probably confess to what the Geneva 


TABLE I 


CONTRASTS IN ECONOMIC EXPANSION IN EUROPE 
EXTRA RESOURCES HOW THEY WERE USED 
Fixed 
National Invest- Con- Govt 
Product Imports ‘Total ment sumption Exp Exports 
°% Increase over Previous Year 


France... . oe 7 11 7 12 8 —2 9 
1956 5 14 6 6 5 13 —5 
Western Germany 1955 11 21 12 19 11 19 
1956 8 12 vy) 10 11 1 13 
Netherlands is SRS 7 8 8 12 7 9 11 
1956 4 a — — 8 = —- 
Norway .. .- 8930 3 6 4 4 ~3 5 
1956 4 7 5 1 3 = 10 
Sweden .. ». 1955 + 11 5 —1 3 + 6 
1956 2 6 3 2 2 5 9 
United Kingdom 1955 3 9 4 8 3 —2 6 
1956 1 1 1 3 5 14 6 


Source: Economic Survey of Europe in 1956. ECE, 1957. 


correspondent of a financial daily some time ago called ‘‘ a Keynesian bias ”’. 
As will be seen from the quotations from each source at the beginning of 
this article, the OEEC and ECE, in their appraisals of disinflation in Britain 
in 1956, line up much as might have been guessed—to the right and the 
left, respectively, of the Treasury’s own verdict in the Economic Survey. 
Their main contributions to understanding Britain’s performance, how- 
ever, are in documenting the European background. Britain in 1956 was 
concerned to check internal inflation: so, by the end of the year, were most 
other countries in Western Europe. Britain’s first attention was to the 
deterioration in its balance of payments during 1955, which was not true in 
the same way for all the other members of OEEC; Germany’s embarrassment, 
for example, was partly concerned with its large and persistent surplus. Over 
the year the current balance of payments of Western Europe in general 
improved, though not as sharply as Britain’s did after the sharp lapse into 
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deficit in 1955. However, most other OEEC countries, except France, 
achieved stability or slight increases in their gold and dollar reserves; while 
the improvement in Britain’s reserve in the first half of 1956 was outweighed 
(without counting the aid from the International Monetary Fund) by the loss 
in the second half, which was attributable not only to the Suez speculation but 
to commercial pressures on the capital account as well. The substantial 
current surplus that Britain earned on its balance of payments during 1956 
was inadequate to meet these exceptionally strong pressures on sterling and 
the reserves. 

To redress its balance of payments, Britain paid the price of halting the 
expansion of industrial output as a whole; specifically, the rate of stock- 
building was lower than in 1955, and the import bill therefore levelled off. 
Total internal demand was under restraint: consumption hardly increased 
at all, Government expenditure rose significantly, fixed investment rose, 
though less than in 1955, and exports rose as much, perhaps rather more, 
than in the previous year. Estimates of expenditure would suggest that the 
gross domestic product was up by about £240 millions in real terms, or 
about 14 per cent; estimates of output suggest a rather smaller rise. 


Following Britain’s Inflation ? 


The only.other West European countries that showed no rise in industrial 
production were Denmark and Ireland; as a whole, output in Western 
Europe rose by about 4-5 per cent during 1956, and output in Germany 
and France rose a good deal faster than that. The difference was partly 
due to the fact that the decisions to restrain inflation were taken later in 
these countries; the rise in European output generally slowed down after 
the second quarter of the year, and appeared to be levelling off by the end 
of the year. Moreover, as ECE observes, “the chief characteristics of 
economic developments in Western Europe in 1956 were the slowing down 
of expansion and the speeding up of wage increases’”’. In Britain, wages 
were sharply up on the year compared with the average of 1955, but the 
year’s round of actual wage increases was rather more moderate than the 
year before. In the rest of Europe wages went sharply ahead during 1956. 

Because output and labour productivity abroad was still rising, these 
increases in wages had perhaps less effect upon labour costs than the 
increases in Britain, where earnings were still rising sharply while labour 
productivity was static or actually falling. In spite of the restraint in 
internal demand, the final prices of manufactured products seem to have 
risen in Britain by about 43 per cent during 1956, much more than in any 
of the years of the boom; the “ price of final output ”’ as measured in the 
gross domestic product looks to have risen by quite 5 per cent. But the 
policy of price stabilization must be accorded some measure of efficacy; 
during 1956 itself the index of retail prices rose only about 3 per cent, much 
of the increase coming before the end of the spring. 

In the budget debate, Sir David Eccles declared: ‘‘ When the Economic 
Survey was being drafted . . . we knew that as a result of the credit squeeze, 
British prices had become competitive and delivery dates reasonable in 
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TABLE II 

























TABLE III 









FIXED INVESTMENT IN BRITAIN, 1952-56 


OUTPUT PER EMPLOYEE-HOUR IN MANUFACTURING 


Percentage Increases 1952 1953 1954 1955 
Austriat sisi - i i 3 4 8 6 
Belgium]... Mi os - (0) (1) 7 10 
France ~ “p me iv 1 1 11 7 
Germany .. 3 6 5 6 
Netherlandst 2 6 6 3 
Swedent§ i wv > 1 4 3 4 
United Kingdom .. a - ~4 5 4 3 

Source: 8th Report of OEEC, 1957. 
* Provisional figures. + Includes mining. 
{ Output per wage earner-hour. § Output per wage earner-year. 
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almost all markets in the world ’’—a reason for confidence that was not, 
in fact, recorded at all in the Survey itself. Mr Roy Jenkins asked, very 
reasonably, whether any such improvement had not come about simply 
because many of Britain’s competitors, notably Western Germany, had 


1956* 


begun to inflate as fast as Britain had inflated. Neither the OEEC nor the 
ECE surveys would give a conclusive answer to this question. 
wages rose more than British during the year—and, farther afield, Japanese 
prices for such capital goods as ships rose far more than European—but 
German prices did not rise quite as much as British prices. 
ECE comments, a mildly restrictive credit policy in Western Germany, 


German 


Moreover, as 
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Source: Economic Survey and National Income White Paper, 1957. 


1952 1953 1954 1955 1956 
£ Millions at 1948 Prices 

By industry group: 
Agriculture, forestry and fishing . . 76 75 80 84 73 
Mining and quarrying .. = 38 50 64 68 65 
Manufacturing - ra 4 468 454 464 549 608 
Building and contracting . . + 28 26 30 36 35 
Gas, electricity and water. . rw 191 206 239 250 235 
Transport and communication .. 169 199 202 196 238 
Distribution and other services. .. 151 169 218 274 272 
Dwellings .. ms a - 377 493 519 480 462 
Social services ea me xe 81 83 89 90 101 
Other public services 3 “i 57 61 65 64 76 
Legal fees, etc r de - 37 35 37 41 34 
Total . T s 2a 1,851 2,007 2,132 2,199 

£ Millions at Current Prices 

Gross fixed investment 7 ic aaa 2,368 2,550 2,855 3,088 
As % of gross national product 14 15 15 16 16 
Capital consumption . . oa .. ae 1,368 1,427 1,568 1,735 
Net investment... + - 813 1,000 1,123 1,287 1,353 
As % of gross national product. . 6 7 7 8 8 


where everybody has a built-in horror of inflation, seems to have produced 
results within about six months, compared with the much longer time-lag 
in Britain; and of course ‘‘ Western Germany is. . . in the fortunate position 
of having a greater ‘ international margin ’ than most countries for absorbing 
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increases in its domestic wage and price levels”. The strengthening of 
Britain’s competitive position should not be exaggerated; against an increase 
of about 6 per cent in the volume of exports from this country, there was 
an increase of about 10 per cent in exports from OEEC countries, and of 
about 7 per cent in exports from the whole of Western Europe. 

As Britain’s Economic Survey records, “‘ the very heavy investment of the 
last two or three years has improved our industrial efficiency and expanded 
our capacity’; investment remained high throughout 1956, though it did 
not increase as much as in the two previous years, and the Government 
expects that in total it will again be “slightly higher” in 1957. The 
absolute size and comprehensiveness of the British industrial base, also, has 
to be taken into account, along with the growth of capital investment per 
head.* But the fact must still not be burked that the rate of increase in fixed 
investment in Britain during the last five years, recorded with some pride 
in the Survey, is still not as large as achieved in several other industrial 
countries of Western Europe. 


Investment Near Capacity 


Investment in Britain last year, the Survey implies, was close to the 
limits of physical capacity, given the fact that the main expansion achieved 
in exports was also of capital goods. ‘This year, said Sir David Eccles, the 
same would be true. ‘“‘ In physical terms, domestic investment in plant and 
machinery cannot now be significantly increased without cutting into 
exports ”’; there was a little slack in the building industry, but not in plant 
and machinery, owing to increasing orders from overseas. ‘The Survey’s 
analysis of engineering exports tells the same tale: after increases of 9-10 
per cent in the volume of engineering output for investment (excluding 
cars) in the two previous years, the rise was down to little more than 3 per 
cent last year. Physical capacity in these industries has become a limiting 
factor upon further increases in the expansion of industrial capacity in 
general—though the total volume of orders upon the machine tool industry, 
for example, has been moderating in recent months. Similar limitations of 
capacity have been recorded in France; but in West Germany a growing 
proportion of machinery builders now seem to be less than fully employed. 

No such limitations of physical capacity, of course, would restrict the 
re-expansion of production in general in this country. Engineering output, 
apart from production of investment goods, was about 6 per cent lower (in 
terms of output value at constant prices) in 1956 than in 1955, and hardly 
any of the manufacturing industries showed increases comparable with 
those of earlier years. Whether or not the labour force could have gone 
on expanding in the way it had done between 1948 and 1955 is a matter 
for conjecture rather than confidence. But after two to three years of the 
highest investment on record in manufacturing industry, there must be 
significant slack and scope for increases in labour productivity as well as in 
total output. The timing of reflation inside the British economy has indeed 





* See Dr T. Barna’s ‘‘ Investment in Industry—Has Britain Lagged ?’’ in the April issue 
of The Banker. 
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been the subject of considerable debate between economists here in the 
last few months. While accepting the need to avoid the 1954-55 rate of 
inflation, many have been looking wistfully at the substantial annual incre- 
ments of “‘ expansion forgone ’’, and one or two are indeed already talking 
of a recession unless restraint is eased. Yet inflation has not been halted; 
prices and wages are still rising—as the Chancellor’s own estimates of 
buoyant revenue during 1957-58 bear eloquent witness. 

No other major industrial economy in Europe has quite this problem 
yet. Disinflationary policies in most of them have been applied more 
recently, and have hardly run their course. Nor do all of them seem to 
require the shift of emphasis inside industry that seems necessary in Britain 
-and which may take longer to achieve even than the moderation of wage 








TABLE IV 
DISTRIBUTION OF SUPPLIES OF METAL GOODS IN BRITAIN 
1954 1955 1956 
£ Millions at 1955 Factory Prices 
Supplies: 
Production 43 Be ty - - 4,400 4,805 4,650 
Imports... * e 3 ) 2 95 110 120 
4,495 4,915 4,770 
Demand: 
Defence production bs ny > - 645 630 605 
Investment (excluding cars) “ oa by 1,280 1,405 1,455 
Passenger cars for the home market ... ” 180 270 190 
Consumer goods for the home market . . - 355 410 340 
Other industrial goods, repair work, and stock 
change .. 7 . be ay a 810 860 740 
Exports. | 7 1,225 1,340 1,440 
4,495 4,915 4,770 


Source: Economic Survey for 1957. 


demands. ‘The OEEC ministerial working party, late last year, was clear 
about the objectives for this country—‘‘ Wage increases should not get out of 
line with expanding productivity. Greater mobility of the factors of pro- 
duction should be encouraged ’’—without recommending any action to that 
effect except continued restraint upon total demand. In a sense, its pre- 
scription was that of the almost mythical “‘ bankers of Zurich”. ‘The 
economists of Geneva, however, who nurture some suspicion that Britain’s 
balance of payments difficulties are what they call ‘‘structural’’ and not simply 
curable by internal restraint, were less sanguine about- continued dis- 
inflation: ‘* ‘The cuts in defence expenditure and other measures to restrain 
public expenditure now contemplated are likely to make more resources 
available for investment and export: equally, they will tend further to damp 
down the rate of expansion unless thé transfer of resources from declining 
sectors to those of strong demand can be stimulated’. Let the economists 
of Great George Street have the last word: “‘ We can look forward to further 
progress in industrial investment and with it further improvements in the 
living standards of the whole community only when the balance of pay- 
ments has been placed on a really secure footing ”’. 
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As I See lt... 


By SIR OSCAR HOBSON 


























The Budget is not Enough 


NE cannot say, as it seems to me, that the budget is in the 

positive sense inflationary. Before Mr Thorneycroft presented 

it I thought—and wrote—that he ought not to hand out spot 

cash in tax reliefs. It seemed to me that to add even {£100 
millions to current purchasing power, on top of that gratuitously created by 
the railway wages settlement and the subsequent and prospective settle- 
ments for which it set the pattern, would be an undesirable proceeding, 
even though it meant depriving groups of taxpayers of concessions to which 
they could put forward a cogent claim. 

I had not, however, expected that the Chancellor would be able to 
estimate for so substantial an increase in revenue as proved to be the case. 
I had supposed that the stagnancy of production last year and the flattening 
off of the industrial profits curve would have a sharply retarding effect on 
the expansion of revenue. I had not allowed enough for the inflation 
element in revenue expansion, which in these days so powerfully reinforces 
what we used to call the “‘ natural’”’ growth of revenue due to increasing 
population and production. In fact, Mr Thorneycroft found himself able to 
count on a rise in inland revenue “ on the existing basis ”’ of as much as £171 
millions, or nearly 64 per cent, and in total ordinary revenue of £229 millions, 
or fully 4 per cent. Asa result he could claim an above-the-line surplus of no 
less than £560 millions and a “ below-the-line”’ deficit exceeding that 
surplus by only £27 millions. 

In effect he could claim something very close to “ overall balance ’’— 
though not quite so close as the figures indicate if one disallows the £37 
millions of waived dollar interest debited last year and now to be re-credited 
under “‘ miscellaneous revenue’. In those circumstances only the sternest 
financial critic would insist that the Chancellor should have kept his pockets 
firmly buttoned—should have denied to the higher executives class its 
share of “ incentive”’ reliefs which have been given to the lower earned 
income brackets; should have withheld from overseas trading companies the 
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relief from British taxation which has been inducing more and more of 
them to emigrate or submit to take-over bids; should have refused to bate 
the tax on pots and pans and lino. 

The final overall deficit of £125 millions (or £162 millions if one adds 
back the amount of the waived interest) is certainly not so large that in itself 
it calls for condemnation. So far as criticism of the broad structure of the 
budget is concerned, I find my guns spiked. 

But when one concedes that the budget is not per se inflationary, one 
leaves a great deal unsaid. One way or another inflation is still with us. 
Mr Thorneycroft admitted as much. He said that short of a reversion to 
Exchequer cost-of-living subsidies (which he ruled out) or “savage defla- 
tionary policies ’’ (which would be “a sorry reflection upon our modern 
society ’’) nothing could save us from a renewal of inflation but “a degree 
of restraint and common sense and recognition of common interest far 
stronger than exists to-day ’’. Well, that really adds up to no more than the 
kind of exhortatory appeal which we have heard so often from Chancellors 
of the Exchequer, from Sir Stafford Cripps onwards. It is all so true and, 
unbacked by the necessary disciplines, so hopelessly ineffective. 

The real question now is whether Mr Thorneycroft intends to do any- 
thing in that sphere. I did not find what he said in his budget speech at 
all encouraging. His new request to the banks to carry on with the 
‘“ squeeze ”’ (but subject to “‘ some increase in the level of advances . . . for 
purposes of the highest priority ’’) merely leaves things where they are in 
fact. His direction to the Capital Issues Committee to consider, in granting 
an application to borrow, “whether bank overdraft is the appropriate 
method of finance ”’ is so petty and futile that I am filled with apprehension 
that the Chancellor really believes that it and the renewal of the request to 
bankers are all that he needs to do. 


No Waiting for Radcliffe 


Wage incomes are rising again, transport and other costs will go on 
increasing, savings (which saved the situation last year) look like receding, 
consumption is threatening to increase, and employment, which has never 
ceased to be full, to become brimfull again. It is obvious that inflationary 
pressure is mounting again, that the price plateau is collapsing and the 
‘spiral’ beginning to accelerate. What does Mr Thorneycroft intend to 
do about it. Is he just going to wait for the new Radcliffe Committee to 
report, in perhaps eighteen months’ time? If so, surely there is a risk— 
particularly if the issue of the report should approximately coincide with 
the next General Election—that the Radcliffe Report will meet with some- 
what the same fate as the Macmillan Report which, within a couple of 
months of its appearance, was out of date because the currency system 
which it premised had collapsed. 

There is no reason why the Radcliffe Committee should not do useful 
work and produce a lot of useful tips for the guidance of Chancellors of the 
Exchequer and Governors of the Bank of England. But it will be fatai if 
Mr Thorneycroft pleads its appointment as an excuse for inaction. It was 
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the fear that that might happen which a year ago led me to oppose the 
setting up of such an inquiry. I hope I am not wrong in supporting it 
now. It certainly does not look as though the situation would wait for the 
Committee to report. I am not much afraid of an early recrudescence of 
bad balance of payments trouble. Fortunately, the world demand for 
capital equipment, vehicles, and indeed most metal goods, is so strong that, 
even though we slowly lose ground to our competitors all the time, we ought 
to be able to export enough to pay for our imports, this year at any rate. 

The more imminent danger is the continuance of cost-inflation, paving 
the way for yet another round of wage advances in a few months’ time. 
Mr Macmillan failed, despite all his efforts of last year, to stop the present 
round or to keep it within minimal bounds. Mr Thorneycroft ought now 
to be thinking hard how to stop the next round. As he has rejected the 
Crippsian method of subsidies and an overall surplus, it is either the classical 
discipline of Government control of the volume of money and the interest 
rate, or nothing. I am not going to enter here into a disquisition on the 
relation between money and rates. But I would like to echo the sentences 
in Sir Ralph Hawtrey’s letter to The Times last month in which he says, 
‘The restriction of (banking) credit has from the beginning implied a want 
of faith in Bank rate. The Bank rate has not been high enough to be 
deterrent and has recently been reduced ”’. 

I submit that, without waiting for the Radcliffe Report, the “‘ authorities ”’ 
should get thinking again about the Bank rate and all that, and that they 
should strive to think a little beyond the Governor’s dictum that “ 53 per 
cent is a crisis rate which cannot be continued indefinitely ”’. 

Now I have talked once more a lot about monetary policy and shall be 
accused of having a one-track mind and an austere and puritanical outlook. 
In justice to myself, however, I must afhrm that I do not regard monetary 
policy as an end in itself. Nor do I assume that once monetary policy is 
right, all the other social problems which vex us will automatically solve 
themselves. I am well aware that monetary policy in itself does not provide 
or even indicate the solution of these problems though it does, as I see it, 
provide the only setting in which they are capable of lasting solution. 


The Wages Fiasco—Who is Responsible ? 


Of one group of these problems we have become depressingly aware in 
the last few weeks, namely, of the state of labour relations in some of our 
great industries. We have had three courts of inquiry set up by the 
Minister of Labour to report on grave disputes in the shipbuilding and 
engineering industries and in the Briggs Motor Bodies firm. In each case 
a lamentable state of affairs has been disclosed. Lord Cameron, who con- 
ducted the Briggs inquiry, found that flagrant insubordination was rife 
among the shop stewards of the works and that the firm had been justified 
in its action of dismissing the particular shop steward which had given rise 
to the inquiry. On the other hand, he thought that the firm had displayed 
‘ insensitivity ”? to complaints made by the workers. ‘The courts presided 
over by Professor Jack which have been reviewing the wage disputes in the 
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shipbuilding and engineering industries have not yet issued their findings. 

But during the hearings, what struck me as an extremely significant 
sentence was spoken by Mr N. A. Sloan, the director of the Shipbuilding 
Employers Federation. Mr Sloan had been speaking of the loss of output 
in the shipyards due to the men delaying to start work and knocking off 
early. ‘This, he said, was not a question of isolated cases; it ‘‘ applied 
throughout the yards in this country’’. ‘Then he said this: “ Mr Hill 
[the unions’ spokesman] may say that it is a question of management and 
to some extent that is true, but the trouble is that attempts to remedy the 
position are met with threats of a walk-out ”’. 

Whether Mr Hill made any direct comment on this statement I do not 
know, but it has not been recorded that he disagreed with it. So there we 
have in a nutshell the state of labour relations in one of our cardinal industries 
—wholesale slackness and skrimshanking by the men and the masters afraid 
to do anything about it. 

It is a situation which applies to other industries as well, though to none 
perhaps so much as to shipbuilding. Is there any remedy short of a searing 
catastrophe affecting the industries in question—or perhaps the whole 
country ? Obviously, if there is one it is for the managers to make the 
first move. ‘That Mr Sloan virtually admitted. Unless the shipyard 
owners make it plain beyond a peradventure that they will not be deterred 
by walk-outs and strikes from taking disciplinary action against those who 
persistently set their rules at defiance, nothing is going to happen. 
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In the conditions which were revealed to exist in the shipyards and at 
Briggs’ factory, it may seem a hard thing to put the blame on the manage- 
ments. Yet they were, of course, at fault in not taking action earlier. In 
the spirit of the times they were too ready to appease. But one is bound 
to add that in their appeasement they have been, most unwisely, backed 
and egged on and even threatened and dragooned by the Minister of Labour. 
He, and I am not referring exclusively to the present occupant of the office, 
seems to think that his duty lies in patching up the quickest possible solution 
of any dispute which leads to a strike, irrespective of the merits of the case 
and irrespective of the ultimate cost to the public. 

The Ministry of Labour since the war, by the short-sighted ill-considered 
haste in which it has tackled labour disputes, has incurred a grave responsi- 
bility for fomenting and accelerating inflation. What one has to recognize, 
however, is that, mainly as the accumulative result of inflation, industry in 
general now labours under a wage structure which is hopelessly out of date, 
inefficient and inequitable. ‘This question is very well dealt with by Mr 
B. C. Roberts, a lecturer on industrial relations in the University of London, 
in the latest Lloyds Bank Review. 

Mr Roberts states that industry-wide collective bargaining, which grew 
out of a situation in which mass unemployment was a recurring feature, is 
out of place in a society which aspires to maintain full employment. It is 
a defensive mechanism designed to protect the lowest paid worker. It 
cannot cope with an expansionary industrial system. ‘The consequence of 
national wage agreements negotiated in an inflationary environment has led to 
‘“a series of mutually accepted yet undesirable practices to satisfy market 
demands for higher pay’. There are guaranteed overtime and week-end 
shifts, whether needed or not, there are loose piece rates and “ fiddles ”’ of 
various kinds tolerated because they provide a convenient means of extra 
pay. ‘There are piece rates which have become a “ substitute for proper 
supervision ’’. There are “‘ countless cases of fantastically inefficient and 
inequitable bonus systems. . . obstructing rather than encouraging maximum 
output ”’. 

This state of affairs, in Mr Roberts’ view, cannot be dealt with by national 
wage agreements. Still less would it be amenable to a “ national wage 
policy”’. Collective bargaining and national rates may still be useful to 
establish minimum conditions, but only plant wage agreements can provide 
an organic structure of wages, and the unions, he says, should pay much 
more official attention to them than they have done. 

Here we have a tremendous, yet potentially highly fertile field for culti- 
vation. Nevertheless, unless one condition is satisfied, it must, as Mr 
Roberts insists, remain barren. Stable wage structures cannot be estab- 
lished unless there are stable prices. ‘‘ Stable prices cannot be maintained 
at a level of demand that keeps unemployment much lower than 2 per cent ”’. 
And “‘it is now quite clear that if in Britain we are to have stable prices, 
the Government must continue its anti-inflationary, monetary and bud- 
getary policies ”’. 

So once more we come out by the same door where in we went. 
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Payments Threat to 
Free Trade 


HILE the treaty for the establishment of a common market 

in Europe is now duly signed, and the discussions on the 

technical problems of a wider free trade area are proceeding 

according to plan, some disturbing influences have become 
apparent in recent weeks that do not augur well for a smooth start to the 
dismantling of the trade barriers. ‘The threat comes not from protectionist 
industries reluctant to be inconvenienced by increased imports but from 
hard-pressed Governments unable to afford them. In particular, strong 
payments pressure is being felt by France; and a strong pressure is being 
imposed by Germany. The difficulties are throwing into the open the whole 
question of the future of economic and financial relations between countries in 
free trade Europe. Precisely what does the economic integration of the 
common market countries involve ? 

If the common market is to live up to its name, it must involve a great 
deal. ‘The German Zollverein of the mid-nineteenth century, which has 
been invoked as a precedent and parallel for what is taking place in Western 
Europe to-day, achieved its success in laying the basis of a unified and 
powerful Germany because it went beyond the unification of customs duties 
to political federation and to a common currency system. ‘These are enjoyed 
also by the single markets of the United States and of the Soviet Union, 
which are held out as patterns of what a single market of Europe might 
become. Integration need not be complete in every economic and social 
sphere—as is witnessed by the different systems and levels of social security 
and taxation in the several American States; but all experience, and academic 
theory too, suggests that in order to secure a free market it is not sufficient 
merely to pull down the direct barriers to trade. 

This has been recognized to a considerable degree in the common market 
treaties—though to a notably smaller degree by European public opinion. 
The common market plans envisage specifically some harmonization of 
charges on behalf of social services and of certain aspects of wages practice 
(including a move to a measure of equal pay for men and women). ‘The 
treaty also requires abolition of restrictions on movement of workers and, 
subject to escape clauses, of those on movement of capital. Further, Benelux 
experience suggests that there will be increasing harmonization of certain 
other aspects of economic policies, and in particular of excise duties. 
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The same trend will be followed, though inevitably at a slower pace, by 
the wider membership of the free trade area. The countries in this area 
may formally retain their complete independence in negotiating tariffs with 
the rest of the world, but (as was argued in these columns two months ago) 
this freedom is likely to prove more nominal than real. Any substantial 
variations between the common tariff encircling the six countries and that 
of any of the participants in the free trade area would, despite all the 
ingenuity to be applied to the issue of certificates of origin, lead to the con- 
centration of imports into the free trade system over the lowest of the tariff 
walls, and thus involve an intolerable distortion of trade channels. 

But while the trend will certainly be towards harmonization of economic 
policies and conditions throughout this free trade system, there cannot, 
until a real measure of political federation has been attained, be any genuine 
approach towards a unified European currency system. ‘The best that can 
be hoped for is that the adjustment of intra-European payments will con- 
tinue to be smoothed through the machinery of the European Payments 
Union, until such time as it can be discarded by the advance of the more 
important European currencies to complete convertibility. Even without 
this move, if the common market Six succeed in removing the remaining 
exchange control obstacles to the free movement of capital among them- 
selves—and if Britain is persuaded to fall into line—all European currencies 
would be at least mutually convertible. 


How Meet External Deficits ? 


Nonetheless, while separate currencies remain, and remain affected by the 
separate and sovereign fiscal and monetary policies of Governments, the 
problem of intra-European balances of payments will persist. How in the 
new context of a Europe free from trade restrictions will those problems 
be solved? ‘They were anticipated in the very first draft of the common 
market treaty, which provides for escape clauses to be used in dealing with 
difficulties in external payments (as well as with difficulties resulting from 
serious damage to particular industries). In these events the common 
market treaty will permit the re-imposition of quota restrictions on imports 
from another member country, though subject to certain safeguards—includ- 
ing review of the re-imposed restrictions at frequent intervals by the 
appropriate institutions of the common market. It is also envisaged that 
similar escape clauses will be inserted in the treaty or convention that will 
set up the free trade area. But plainly, if payments difficulties are to remain 
as common a feature of the West European scene as they have been in 
recent years, resort to these escape clauses could make a mockery of the 
whole exercise of the common market and free trade area. 

Another possibility periodically suggested is to meet payments difhculties 
by a more generous extension of European mutual credits. ‘This, however, 
is a most unlikely prospect. ‘The European Payments Union has done 
excellent work in easing payments within Europe, partly through its exten- 
sion of credits on automatic terms. But the whole drift of opinion among 
the membership of EPU, and in its managing board, has moved against any 
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extension of these automatic credits. On the contrary, EPU has been 
getting harder. ‘The proportion of gold payments at the monthly settle- 
ments is now 75 per cent of surpluses or deficits (compared with an average 
of 40 per cent when the Union was established in 1950). In a few weeks 
another twelve months’ extension of EPU will be under consideration. 
The indications at present are that the major outlines of the scheme will 
remain unchanged. 

The main problem that will face the experts and the Council of Ministers 
when they come to consider the extension of EPU this year is a problem 
that has considerable bearing on the prospective payments difficulties in 
free trade Europe—what to do about the persistent (or “structural ’’) 
deficits and surpluses of certain member countries. Dominating the scene 
are the massive surplus of Germany (whose credit balance in EPU reached 
$788 millions at end-March) and the deficit of France (whose total debt 
to the Union, at $289 millions, is still smaller than Britain’s but is 
growing at an alarming rate). It seems certain that additional German 
credits to EPU will have to be granted in the coming year by way of exten- 
sions (“‘ rallonges’’) of the normal quota, accompanied by a new funding of 
part of the existing debts. But this in itself will merely add a further imme- 
diate gold burden on the debtors. 


Need for Exchange Adjustment 

The question must be faced whether an enduring solution is possible 
without an adjustment of exchange rates. ‘There are two major unrealities 
in the European exchanges to-day—the over-valuation of the French franc 
and the under-valuation of the German mark. Unless these two artificialities 
are removed, the free trade schemes are in danger of being frustrated from the 
start by persistent resort to the escape clauses. 

The one durable alternative to exchange adjustment, of course, is a 
sufficiently far-reaching adjustment of domestic policy. Unfortunately, 
there seems little prospect of this in either country. ‘The prevailing view in 
Germany is that no action from its side is called for. It is argued that in 
the event of disequilibrium the onus of adjustments should be on the 
countries that inflate and not on those whose orthodox behaviour has caused 
them to become surplus countries. ‘The Germans argue that they should 
not be called upon to import other countries’ inflation. ‘They are prepared 
to encourage capital exports, and indeed they have shown their readiness to 
do so in the common market negotiations, both in their promised sub- 
scriptions to the European Investment Fund and also in the aid they are 
ready to give to the fund for developing French North African and other col- 
onial territories. But they are unwilling to make loans to bolster payments 
deficits that they regard as the result of inflationary policies. And it seems 
unlikely that the German Government will be prepared to accept the wide 
demands that are being made upon it through such regional organizations 
as the management board of EPU or, at a higher level, through the Inter- 
national Monetary Fund, to raise the gold value of the deutsche mark. 

This is unfortunate; but there are certain grounds for hope that the mark 
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problem may subside somewhat. ‘There is evidence in the German economy 
of progress towards a correction of the under-valuation of the currency by 
a quickening rise in German wages, costs and prices. Now that Germany 
is about to shoulder a larger proportion of the collective defence burden in 
Western Europe, and now that the phenomena of near full employment are 
beginning to manifest themselves in the German economy, the domestic 
value of the mark may come nearer into line with its exchange value— 
though the inflationary influences are being strongly resisted by the monetary 
authorities. ‘The latest move is reported on page 345. 

In France, of course, international equilibrium demands a restrictive 
credit policy. A good deal of publicity is now being given in France to an 
impending credit squeeze, the full rigours of which will be revealed, so it is 
said, when the lists for the present Government loan are closed. ‘These 
threats, however, should not be taken too seriously. The measure of their 
severity is indicated by the recent gesture of the Bank of France in raising its 
official rate of discount from 3 to 4 per cent—a move which by no stretch of 
imagination can be called heroic or even portentous. And yet the franc 
calls for measures that are heroic. ‘The deficit in the French balance of 
payments has this year reached alarming proportions; in March the deficit 
with EPU reached {£33 millions. 

By the beginning of last month the gold and foreign exchange in the 
French stabilization fund had fallen to about £40 millions. When that is 
exhausted all that will be left will be the gold reserve of the Bank of France, 
amounting to the equivalent of about £300 millions and hitherto regarded 
as sacrosanct. ‘The available cushion of reserves may be reinforced by 
drawing on new credit facilities, such as the last 50 per cent of the quota 
with the International Monetary Fund. In addition, France is leaning more 
heavily on the internal expedients through which it has for so long contrived 
to maintain an over-valued exchange rate. 

The desire to prolong these artificialities was reflected in the French 
demands during the negotiations for a common market treaty for the main- 
tenance of both the supplementary tariff on imports and of the freedom on 
the part of France (which its partners had renounced) to continue the export 
subsidies that have for some time been granted through the reimbursement 
of taxes and social security charges in respect of export business. ‘The 
success with which the demands have been conceded is a measure of the 
negotiating skill with which the French delegates have argued their case. 
But all the negotiating skill in the world will not obviate the more basic 
remedies that the French authorities will soon have to introduce, in the 
domestic or the external spheres, to halt the run on the franc. 

Assuming, however, that these existing disparities can be removed and 
that when the common market and the associated free trade area come into 
being, they step off with their membership in more or less realistic exchange 
alignment, it is still open to question whether that original alignment can 
be maintained if quantitative restrictions on trade are to be permanently 
forgone. It has been argued, among others by Professor James Meade, 
that unless there is real unification of monetary and credit policy in all the 
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countries concerned such as would be involved if there were to be a true 
political federation, the free trade can be maintained only if exchange rates 
between the member countries are far more flexible than is the case to-day. 
This flexibility, it is suggested, should work in both directions. Exchange 
variations should not be synonymous only with exchange depreciation. 
Strong currencies must go up as readily as weak currencies go down. 

The principal objection to such a move is that flexibility might all too 
easily be regarded as a weak and easy substitute for sound domestic policies. 
It is unlikely that the case for flexibility, however ingenious the arguments 
with which it is supported, will be accepted: Mr Thorneycroft, in his budget 
speech, referred specifically to Britain’s determination to maintain a “ fixed 
and stable’ exchange rate. ‘There may be a case for some widening of the 
permissible range of exchange fluctuations—though even that is against 
British policy at present—but it would be doubly dangerous in these 
inflation-prone days to weaken what is still left of the external exchange 
discipline on domestic policies. Once the underlying maladjustments have 
been ironed out through the exchanges, the emphasis in maintaining a 
reasonable balance should be on the adoption of appropriate domestic 
policies; and it is on the achievement of the necessary co-ordination and 
discipline in those policies that the success of free trade Europe may ulti- 


mately depend. 


An Artist's Sketchbook: No. 42 


BRITISH BANKS IN TOWN AND COUNTRY 


Barclays Bank, Alton 


Road branch of the National Provincial Bank featured last month than 

this Barclays building in Alton, Hampshire. If there is a greater contrast 
it is in the surroundings. Alton is characteristically what we like to think 
of as the typical English country town. It consists really of one long street 
forming part of the main Winchester road, pleasantly stocked with Georgian 
and early nineteenth century shops which have not changed a great deal since 
the time of Jane Austen. Probably she knew the town well as she lived 
for a time in the neighbouring village of Chawton. 

A striking feature in the long street is that all the bank branches of the 
town adjoin each other in a continuous row. First comes Barclays, the 
subject of the drawing, with its fine white door and its vertical tiled attic 
storey. Next is Lloyds where the line of the roof is broken by a different 
treatment of the attics. At the same time, this difference is emphasized by 
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Je is hard to imagine a subject in greater contrast with the Great West 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


a pedimented cornice over the middle window, but the windows flow on 
from Barclays Bank in an unbroken sequence, all of them being exactly 
Moving down the street, adjoining Lloyds, comes the National 
Provincial Bank, without the roof cornice but with a cornice centrally 
placed on the facade midway between ground and first floors. Last comes the 
modern Georgian style Westminster Bank. It is a handsome group that fits 


alike. 


admirably in the architecture of the town. 


It shows how the Georgian 


domestic style can be handled in a long elevation and split up into several 
units, combining uniformity with a touch of subtle variety. 











The New Detence 
Policy 





The radical, even revolutionary, recast- had wide experience in financial control 
ing of Britain’s defence strategy out- as well as on active service, here explains 
lined last month has already had a sig- _ the strategic logic of the new policy and 
nificant fiscal impact; and soon the effects examines the main factors that will 
will begin to be felt in industry. Vice- govern the ultimate relief—and disloca- 
Admiral Hughes-Hallett, MP, who has _ tion—felt in the economy.—£DITOR. 


By JOHN HUGHES-HALLETT 


EW official documents can have been awaited with keener interest 

than the White Paper on defence published a few days before the 

budget. Mr Macmillan had made it clear from the moment he took 

office as Prime Minister that important changes were to be made, and his 
choice of Mr Duncan Sandys as Minister of Defence was a guarantee of 
bold and determined action. ‘The hopes of a really radical reassessment 
have not been disappointed. The white paper differs in two vital ways 
from any of its predecessors. In the first place, what are now platitudes 
about the pace of scientific progress and about the dominating power of 
the hydrogen bomb lead on to policy changes that at last conform to the 
remorseless logic of these awful developments. Secondly, Mr Sandys 
presents what is in effect a carefully considered five-year plan. Indeed, 
there is truth in the boast, towards the end of the paper, that “ the new 
defence plan . . . involves the biggest change in military policy ever made 
in normal times ”’. 

Economically, the immediate effects of the decisions announced in the 
white paper will be to save £105 millions during the course of the coming 
financial year, as compared with the money actually spent on defence (net 
of American aid and German support payments) during 1956-57; and to 
reduce service manpower a further 65,000 to 654,000 (or slightly more than the 
reduction achieved in the past year). ‘There will be other important but less 
commensurable gains in the release of scientists, skilled labour, and scarce 
materials for productive industry, in consequence of the cancellation of 
contracts for aircraft and other equipment, and the abandonment of certain 
research projects. 

These reliefs should grow progressively during the coming years. It is 
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intended, for example, to reduce the total uniformed manpower by 1962 to 
375,000—or only 55 per cent of the present strength—and to bring the 
call-up to an end after 1960. It is not possible, however, to make a serious 
long-range estimate of the financial savings, owing to the absence of any 
indication of the intended run-down of civilian labour, either of that 
directly employed, or of that engaged on contract work. ‘This is of decisive 
importance, because the present total of civilian employees actually exceeds 
the 1962 figure for Service manpower ; and the numbers engaged on contract 
work must be substantially greater. Since total expenditure on defence is 
almost entirely a measure of the total number of people employed directly 
or indirectly by the Services and the Ministry of Supply, the amount of 
money saved will be directly related to the number of people retired or 
diverted to other work. The savings will, of course, be offset in part by the 
compensation that will have to be paid to industry for broken contracts, and 
to officers and established civil servants whose careers are prematurely 
terminated. These matters are briefly referred to in the white paper, which 
contains a warning that the final level of expenditure will not decline to any 
comparable extent with the fall in Service manpower. 


Realities—Economic and Strategic 


The aim of the new plan is to base defence policy on the realities of both 
strategy and economics. After a few opening paragraphs on the need for 
a new approach, the white paper states that “‘ Britain’s influence in the 
world depends first and foremost on the health of her internal economy and 
the success of her export trade’. ‘To most people that may seem a truism; 
nevertheless, I believe that die-hard criticism will be focused on this one 
sentence. We shall be told that defence must come first, and that if 
economies are unavoidable they should be sought elsewhere, preferably in 
the social services. In practice this would mean trying to save on educa- 
tion, health, or pensions. Yet our whole future depends upon even better 
educational services, while any substantial cuts in the health service might 
prove a false economy. Real savings in the burden of pensions could be 
achieved only by reducing the number of people who live in retirement. 
Although administrative economies are probably still possible, the idea that 
there is any important alternative to defence as a field for savings is largely 
illusory. 

At the same time it would be wrong to suppose that the new policy has 
been determined solely by what we can afford. It has been based equally 
on the strategic implications of the latest scientific and technical advances. 
The main tasks confronting the armed forces are concisely summarized as: 


(i) ‘To play their part with the forces of Allied countries in deterring and 
resisting aggression. 


(ii) ‘To defend British colonies and protected territories against local attack, 
and undertake limited operations in overseas emergencies. 


There is, of course, nothing new in the conception of a bomber force as a 
deterrent to aggression. Every white paper on defence since, I believe, 
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the year 1936, has described the strategic réle of the RAF in these euphemistic 
terms. What is comparatively new is that the appalling destructive power 
of the H-bomb has made the deterrent a reality. It has been truly said 
that to embark on nuclear war is tantamount to executing a suicide pact. 
Indeed, it is often argued that the extreme power of the bomb is self- 
defeating because no nation would dare to use it first. Thus, for our policy 
to succeed, we must not only possess the H-bomb and the means of delivering 
it, but we must also convince the world that we are in earnest. Perhaps 
the most conclusive evidence of this lies in the decision to scale down the 
conventional forces to a point that leaves us no option but to rely upon 
nuclear weapons in the event of a major attack. 


Role of **‘ Conventional ’’ Forces 


Nevertheless, there remains a continued need for conventional forces on a 
reduced scale. First, it would be folly to deprive ourselves altogether of the 
ability to resist aggression by hostile conventional forces with conventional 
forces of our own. If, for example, there was no NATO army in Ger- 
many, there would be a great danger of a Russian expansion into the West 
carried out step by step on the lines practised so successfully by Hitler. ‘The 
Western allies would learn of each advance only after it had been 
completed, and at each point would be faced with the choice of accepting a 
fait accompli or starting World War III. 

Secondly, while it is formally admitted that effective defence of Britain 
as a whole against nuclear attack is no longer possible, a reduced fighter 
force is to be maintained for the special role of protecting the airfields from 
which bombers will operate, until guided missiles take the place of fighters 
and ballistic rockets replace bombers. ‘There are, however, at least two 
other reasons that could be advanced for maintaining some degree of fighter 
strength. Supposing an aggressor attacked our bomber bases with ordinary 
high explosive, and supposing we had no defence: either we should have to 
watch while one by one they were destroyed, or we should have to initiate 
a nuclear war while we still could. Again, there are nearly forty years of 
accumulated experience behind the technique of fighter defence, and pru- 
dence dictates that this should not be thrown away at one fell swoop. 

The arguments advanced for retaining naval forces for use in total war 
are less convincing. It is stated that, while their rédle is ‘‘ somewhat 
uncertain ”’, the nuclear battle might not prove decisive, in which case the 
sea routes would have to be kept open. ‘This is an echo of the “ broken 
backed ”’ theory, which envisaged a long struggle after an opening nuclear 
phase. ‘This idea was first propounded soon after the war, and abandoned 
when the power of the H-bomb became known, only to be revived again 
by implication in the 1956 Admiralty White Paper. The discrepancy 
between this document and last year’s white paper on defence caused a 
good deal of comment at the time, and was not fully explained during the 
ensuing defence debates. Actually there may be something in the theory 
as applied to a vast country like the United States, and as our fleet is so 
closely integrated with that of our NATO allies it would clearly be 
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impracticable to attempt to pursue a completely independent policy. 

In practice the issue is of less importance than would appear, because 
naval forces are the key to our ability to undertake limited overseas opera- 
tions—the second of the major tasks for which the forces must be equipped. 
The organization and scale of the future fleet corresponds closely to what 
would be required for this purpose. Similarly, there is a continued need 
for conventional land and air forces for this type of operation. ‘The former 
are to be maintained in the form of a central reserve, capable of being lifted 
by air. In principle, all this is perfectly sound, and should obviate the 
need for ponderous preparations such as those that preceded the Suez 
operation. In practice it will not be easy to execute, because forces stationed 
at home are notoriously difficult to keep at readiness for active service. 
Finally, conventional forces are needed for internal security in troubled 
areas. ‘This is mainly an Army commitment, but it is clear that the Govern- 
ment intends to reduce colonial garrisons of this sort to a minimum, and to 
rely more upon colonial forces and the mobile central reserve. 


NATO Specialization—the Political Check 


The application of all the foregoing principles is qualified by recognition 
of the fact that countries can no longer protect themselves in isolation. 
Thus British defence has become a part of the collective defence of the 
Western powers and their allies, with a growing trend towards integrated 
forces. An illustration of the closeness of Anglo-American military co- 
operation was seen in our gift to America of the British steam catapult for 
aircraft carriers, and more recently in America’s promise to supply the 
intermediate range ballistic rocket. However, it should be realized that 
very often such exchanges save time rather than money, since both nations 
continue with the development of more advanced types of the same equip- 
ment. ‘Thus Britain will develop her own long-range missile. Although 
full specialization in research and development among the NATO powers 
would lead to economy, it would also lead to permanent mutual military 
dependence, and is therefore unlikely to be politically acceptable. 

There is the further possibility (not mentioned in the white paper) that 
our allies might prefer to avoid recourse to all-out nuclear war even in face 
of a major attack. Evidently the Government does not believe that this 
would be possible, and I feel sure that it is right for the time being. I can 
conceive of circumstances in which a global war might be fought to a con- 
clusion without the use of H-bombs, but at least four conditions would need 
to be fulfilled. ‘There would have to be a mutual willingness to fight for 
limited aims. Second, the NATO armies would have to be capable of 
fighting the Russian armies to a standstill. Third, there would need to be 
a tacit agreement to refrain from so-called strategic bombing of any kind. 
And, fourth, the allied navies would have to be capable of keeping open sea 
communications indefinitely. One has only to reflect on the improba- 
bility of the first and third conditions being met to recognize the folly of 
incurring the vast expenditure that would at present be involved 
in trying to meet the second and fourth. 
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The only definite measure of the intended run-down of the forces is to be 
found in the forecasts of uniformed manpower. At present there are 690,000 
officers and men in the three Services, and this number is to fall to 375,000 
by the end of 1962, consisting wholly of regulars. Although the proposal 
to end national service after 1960 is qualified by a warning that it depends 
upon better voluntary enlistment, it would now be exceedingly awkward to 
retreat into this escape clause. By boldly taking the plunge and committing 
himself to a date, Mr. Sandys has perhaps done the one thing that will 
compel the Services to economize in manpower. 


The Specified Economies 


Apart from the run-down of Service manpower, the white paper mentions 
a number of specific economies arising from the new policy; and these will 
begin to take effect at once. Perhaps the most important is the decision to 
discontinue work both on fighters of a more advanced type than the English 
Electric “‘P1”’’ and on a super-sonic bomber to succeed the existing “‘ V ” 
bombers. Next I would place the reductions to be made in British forces 
stationed in Germany, especially the halving of the Tactical Air Force. 
Then there is the decision to pay off all save three of the nine heavy 
cruisers now in commission. It is not stated how soon this will be done, 
neither is there any indication whether the cruisers will be scrapped on 
paying off or kept at short notice in reserve. In the latter event little will 
be gained, any more than the scrapping of the battleships long in reserve 
will save much money. 

It is perhaps open to question whether the Government has been wise 
to spread the run-down over five years. ‘There must have been a great 
temptation to take swift and drastic action, designed to complete the opera- 
tion before the patient fully realized what was happening. Yet there are 
important arguments for proceeding slowly. Any alarm that may be 
created among our allies is reduced; the risk of having to pass through a 
period of military paralysis while violent changes are in progress is elimi- 
nated; and the social and industrial disturbance, with its accompanying 
unemployment, is greatly mitigated. It has to be recognized, however, 
that against this, not only is the harvest of economy delayed, but the 
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prospects of ever reaping it in full are seriously endangered. ‘There will be 
strong opposition to the whole policy, and not all of it will be overt. It 
will come from lovers of tradition, from men fighting to keep their jobs, 
from firms that depend on defence contracts, from blind worshippers of 
full employment, and from communists and their fellow travellers. Let us 
not underestimate the persistence with which the Government is likely to 
be attacked on these issues in the next few years, or the skill with which 
the economies will be sniped at, undermined, or whittled away. 

There will be need for ceaseless vigilance, and Mr Duncan Sandys will 
be well advised to consolidate his policy with the least possible delay. ‘To 
do this two further steps are necessary. ‘The first of these is to promulgate 
further details of the intended reductions during the coming five years. In 
particular a ceiling should be fixed for the number of senior officers to be 
retained on the active list within the diminishing total figures for Service 
manpower. Of equal importance is a decision on the maximum number ef. 
civilians, both industrial and administrative, to be employed by each Service 
year by year until 1962. 


Centralize Financial Control 


Secondly, it is vital to reorganize the Ministries at Whitehall in order to 
ensure that control of the policy and expenditure of all three Service 
Ministries and of the Ministry of Supply is effectively and permanently 
vested in the Minister of Defence. At present his position depends too much 
upon his own personality and upon the Prime Minister’s directive, which can 
be changed at will. Now that the Ministry of Defence has so firmly set the 
pattern of policy, it is illogical that financial responsibility should still be 
borne by the individual Service Ministries. It involves a divorce between 
power and responsibility. [Effective control of defence expenditure depends 
upon the establishment of a central finance branch within the Ministry of 
Defence, and upon the Minister himself being made financially accountable 
to Parliament. Both the break with tradition and the legislation that such 
a change would involve should now be faced. 

The attitude of the Labour Party to the new policy has vet to crystallize; 
it did not emerge very clearly during the recent defence debate. However, 
we do know that Mr Gaitskell, if he were in power, would now be committed 
to deferring our H-bomb tests in the hope of securing agreement for an 
international ban on all further tests. It is of interest to consider the 
consequences of such an agreement. Britain would be left in a state of 
permanent dependence upon America for protection against Russia, since 
no nation not armed with H-bombs can hope to defend itself against one 
that is. In such circumstances we might seek to maintain our influence by 
making up in conventional forces what we should lack in nuclear strength, 
but this would put paid to all hope of future savings. Alternatively, of 
course, one might decide that Britain could neither defend itself nor possess 
an adequate deterrent, and should declare itself a neutral country and disarm 
completely. By so doing we should certainly save a lot of money, though 
how long we should be left in possession of it is anybody’s guess. 
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Building Societies’ 
Troubled Year 


By JOHN MARVIN 





WO main problems confronted the building societies last year. 

The first was the problem of their relations with the outside world: 

how soon and how far should they move in response to dearer 

money and the credit squeeze? The other was an internal division. 
The scism among the building societies has been sufficiently dramatized. 
The names Fred Bentley and Algernon Denham are now known to many 
who are not normally close students of building society affairs. There has 
been a sharp tussle with a personal element in it that it would be pleasant to 
forget. Yet it is not possible to ignore the whole affair. The repercussions 
have not been ended with the election of Mr Fred Bentley to the Halifax 
Building Society board. 


I—MEANING OF THE SCISM 


The facts are now history. In May last year, Mr Bentley, then general 
manager of the Halifax Society, became chairman of the Building Societies 
Association, having served his turn as vice-chairman. ‘The expectation was 
that Mr Bentley would serve his two-year term as chairman, and thereafter 
retire from the chair of the Association and the general managership of the 
Halifax at about the same time. This was not allowed to happen. Almost 
immediately after his election as chairman it was announced that he had 
severed all connection with the Halifax except for a pension. The Association 
stood loyally behind him, co-opting him despite the fact that he had ceased 
to be the representative of any society. Soon after that the resignation of the 
Halifax Society from the Association was announced, though it did not take 
effect until September. Moreover, against its traditional practice of offering 
investors a shade less interest than other societies, the Halifax moved into 
full and highly effective competition on interest rates. Share interest 
went up to 33 per cent net, the rate then becoming the general standard; 
and deposit interest went to 3} per cent, while most other societies were 
paying only 3 per cent. Since the Halifax uses a higher proportion of 
deposit money than most societies, the competitive flavour of the change 
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was Clear. The Society also went all the way in putting new owner-occupier 
mortgages up to 6 per cent, old mortgage borrowers still being given the 
concessionary rate of 5? per cent. 

The sequel is well known. The other big societies in the Association 
stood together. Mr Bentley, who is a town councillor in Halifax with great 
personal prestige in the town, fought back. He stood for election to the 
Halifax Board. Despite the vigorous resistance of Mr Denham and the 
other directors, who held meetings of Halifax staff and agents up and down 
the country to lay the facts before them, and who called no less than 740 
staff, agents, and surveyors (who also happened to be voting members of 


TABLE I 
THE NEW INFORMATION 
Investments Per cent of Per cent of 
in Society Total Shares Multiple Total Receiverships 
over £5,000 and Deposits Mortgages Mortgages 
£000s £000s L 
Halifax - ¥i 1,711 0.6 1,881 0.8 7,955 
Abbey National ... 4,038 1.6 1,126 0.5 19,749 
Co-operative 
Permanent .. 13,365 9.7 1,675 1.4 77,137 
Provincial .. sy 1,749 2.8 347 0.6 11,482 
Alliance - ie 1,369 4.9 3,701 8.2 45,316 
Burnley ee 7, 889 1.9 339 0.8 Nil 
Leicester Permanen 792 a 2,625 7.§ 51,735 
Temperance Permanent 510 is 239 0.8 482 
Leek & Moorlands. . 866 4.8 38 0.1 5,927 
Bradford Equitable 609 a3 707 OY 2,165 
Huddersfield 7 462 1.6 113 0.5 Nil 
Cheltenham & 
Gloucester 7 95 0.4 122 0.5 1,805 
Northampton Town 
& County ” 659 2.4 382 1.6 10,235 
Westbourne Park .. 323 1.4 Nil — 7,077 


the Society) to Halifax on the day of the meeting, Mr Bentley secured 
election by the narrow margin of eight votes in a meeting in which abcut 
2,600 voted. 

What the public has not generally understood has been the substance as 
distinct from the personalities—the issue of policy that divides the 
chairman of the Halifax from the Building Societies Association. Mr 
Algernon Denham is a man of decided views—a banker but also 
a building society president waking and sleeping. He took an independent 
view when he cut mortgage rates to 4+ per cent in 1954 and was no doubt 
deeply disappointed when the other societies did not follow. In 1955 he 
was arguing for a scheme whereby the big societies would pay shareholders 
{ per cent less than the small ones (as the Halifax was already doing), thus 
limiting their own growth and making that of the small societies possible. 
The other big societies refused to pick up his step. The final breach came 
over the acceptance of investments from limited companies. Rightly Mr 
Denham regarded large deposits by companies as an unsound basis on which 
to make long-term advances to owner-occupiers. Industrial companies only 
put their money with building societies so that it can earn its keep until 
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they need it, and the odds are that they will need it when credit is tight and 
withdrawn funds difficult to replace. 

Mr Denham believed that there was too much of such hot money about. 
He demanded that the Association should discover the amount of company 
investments and put a ceiling of £5,000 on them individually. ‘The Asso- 
ciation replied that it had no such compulsory powers. ‘The societies 
do not take kindly to discipline and their Association has only one effective 
compulsory power—to expel those who fail to maintain a 7} per cent 
liquidity ratio. Mr Denham learned on the very eve of Mr Bentley’s election 
as chairman that the Association would not impose a ceiling. At a most 
unfortunate moment for Mr Bentley the Halifax Society walked out—not 
because the Association was too strict but because it was not strict enough. 

What Mr Denham had apparently overlooked was that, although the 
Association had no compulsory powers, the Registrar of Friendly Societies 
had, and that the Registrar was already in consultation with the Association 
on the investment of company money and other matters when Mr Denham’s 
patience became exhausted. Important new regulations for building society 
accounts were laid before Parliament by the Registrar, Sir Cecil Crabbe, 
last autumn. ‘They laid down four principal new requirements : 

(1) The creation of a specific reserve against mortgage losses. This is a 
useful conception, and useful discipline for those societies that hold nothing 
much in reserves. For the top societies it involves nothing more than a new 
method of presentation. 

(2) The disclosure in the balance sheet of the number and amount both of 
share investments and deposits in excess of £5,000. ‘That is broadly the 
company money, and an examination of the December 31 balance sheets should 
therefore show how much substance there is in Mr Denham’s concern. 


(3) A new Part IV of the schedule to be filed with the Registrar showing 
multiple mortgages in excess of £25,000 to one borrower, which should reveal 
any tie up between a society and property companies or builders. 

(4) A new Part V of the schedule showing receiverships; this forces dis- 
closure where a society may have hoped to avoid it by putting in receivers instead 
of taking possession of defaulted properties. Possessions were already com- 
pulsorily scheduled. 


These changes became law in time to affect the end-December accounts; 
of the big societies, the Woolwich Equitable and Leeds Permanent account 
to September 30 and thus have not yet provided the new information. 

It would be churlish to say that the December 31 accounts show Mr 
Denham to have been pursuing a point of no substance at all. An occa- 
sional society has been found with about 10 per cent of company money 
in its portfolio; but the average is much lower-—about 2} per cent accord- 
ing to the Building Societies Association. Of the big societies listed 1n 
Table I, the Co-operative Permanent shows its over- £5,000 investments at 
9.7 per cent of the total. These are in general the funds of industrial provident 
societies and are probably more stable than limited company money. It 1s 
probable that some company money flowed out before the new rules came in; 
the credit squeeze, anticipation of the new rules, and indeed the campaign 
waged by the Halifax have probably all worked in that direction. Now, 
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however, company investment in the building societies 1s not a serious source 
of instability. 

More important is what the Registrar has ferreted out about the con- 
nections between some societies and some builders and property com- 
panies. ‘The Bradford Permanent Society has {1.3 millions (about 9 per 
cent) of its mortgage assets on loan to a single limited company. The 
Leicester Temperance has 7} per cent committed on multiple mortgages 
and the Alliance has over 8 per cent—coupled with a reserve ratio of only 
2.2 per cent. The movement as a whole does not come out badly. But 
investors who normally assume when they invest in a building society 
that they are helping house occupiers to become owner-occupiers should 
look at Part IV of the schedule when choosing a society. 


II-UNRELATED TO BANK RATE? 


A cycle of painful regularity has developed in the life of the building 
societies these last three years: early in the year Bank rate is moved. Hardly 
is the ink dry on the Bank of England’s announcement before the Building 
Societies Association makes its disclaimer; there is not, this runs, any auto- 
matic connection between Bank rate and the rates that the societies charge 
to mortgage borrowers and pay to the shareholders and depositors. These 
building society rates move with the long trends in interest rates and ride 
through the short range movements. 

That settles the matter until spring ripens into summer and the societies 
begin to feel that their affairs are less comfortable than they hoped. Crisis in 
the last two years was reached in high summer. ‘The societies found that 
they were running out of money for lending. Mortgage money went on 
ration and interest rates were hastily adjusted to a level sufficient for the 
time to pull investments in and hold them. ‘That happened in 1955 and 
again, almost in duplicate, in 1956. This year Bank rate was again moved 
in February, but downwards—and the societies have again not followed it. 

[t is impossible not to sympathize with the societies in their dilemma. 
‘They are lending on mortgage what the borrower regards as long-term 
money. It is true that the mortgage deed gives the societies power to alter 
the rate. But changes in mortgage interest ought to be rare and the money 
that finances the mortgages is for the most part the steadier type of saving 
repayable at short notice but in fact seldom withdrawn. 

Events of the last few years seem to show that many building society 
investors do indeed take out their savings if interest is too low. Re- 
cent events justify one other conclusion—the mortgagor will not readily 
vary the monthly payment that he has written into the family budget. 
Almost always if mortgage interest goes up he elects to meet the extra 
charge by lengthening the mortgage (and therefore increasing the interest 
component in his monthly payments and the number of those payments but 
not their amount). In that he takes an astute, if inflationary, decision. 
The tax laws ordain that the interest segment of the monthly payment ranks 
for tax relief while the capital repayment portion does not. The more 
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interest and the less capital in the monthly payment, the greater the tax relief. 

Those problems are now receiving thought from leaders of the movement. 
The compromise they favour at the moment is to say that building society 
share interest should be related not to Bank rate, but to what can be obtained 
on comparable forms of saving. It is a difficult conception to define. 
What savings medium is sufficiently similar to be a yardstick? At all 
events, the new savings certificate if held to maturity and if grossed up at 
the standard tax rate yields {7 5s 11d per cent. If that were the yardstick 
building society share interest of 34 per cent net (equivalent at the standard 
rate to £6 1s 9d per cent) would look low enough. 

The societies in the end pulled out from the predicament in which last 
year’s credit squeeze had left them in very good order. Their total assets 
have made another jump to around £2,230 millions, a rise of about 8} per 
cent in a difficult year (following a rise of about 103 per cent in the previous 
year). ‘The societies as a whole (the Abbey National was the most notable 
exception) lent rather less on new mortgages last year—some {£340 millions 
compared with £394 millions in 1955; and they achieved a corresponding 
improvement in their liquidity, the ratio of liquid assets to total assets rising 
from about 144 per cent to around 15.3 per cent. Those figures from the 
‘“‘ composite balance sheet ”’ are slightly flattering, as they take book and not 
market prices of gilt-edged, while most societies, with the notable exception 
of the Halifax, suffered depreciation in the market value of their gilts. The 











Banking Services in New Zealand 


BANKERS and their customers who require a comprehensive banking 

service covering financial, trade or travel requirements are cordially 

invited to avail themselves of the facilities provided at over three 

hundred and seventy Branches and Agencies and a special Trade 
Enquiries Department at Wellington of the 


BANK OF 
NEW ZEALAND 


Incorporated with Limited Liability in New Zealand in 1861 


The Bank that conducts the largest 
banking business in the Dominion 


LONDON OFFICE: 1 QUEEN VICTORIA STREET, E.C.4 
A. R. FRETHEY, Manager A. E. ABEL, Assistant Manager 
HEAD OFFICE : WELLINGTON, N.Z. 

R. D. MOORE, General Manager 
Branches also in MELBOURNE and syDneyY (Australia) ; APIA (Samoa) ; 


SUVA, LAUTOKA, LABASA, BA and NADI (Fiji) with agencies at 
Marks Street, Suva, and Nausori 











318 











figures for individual societies in ‘Table III take market prices. For a sub- 
stantial part of the year a cautious lending policy was not only inevitable 
because withdrawals were high; it was also a paying proposition. In the first 
half of 1956 building society share interest stood at 3 per cent net, costing the 
societies about {4 1s 10d per cent grossed up by the new composite rate 
of 5s 4d. There was a safe profit in investing in Treasury bills. 

The societies therefore played for caution. Mortgage money was put on 
ration and the ration held within the supply of suitable properties, but— 
after the savings budget—a certain amount of shares and deposits was 
attracted elsewhere. Withdrawals of shares and deposits for the whole year 























TABLE II 
BUILDING SOCIETIES’ COMPOSITE BALANCE SHEET 

1954 
Liabilities £mns_ Per cent Assets {mns Per cent 
Shares 1,535 82.2 Balances due on nena 1,574 84.3 
Deposits . 7” 222 11.9 Investments : 221 11.8 
Other liabilities . . 20 1.1 Cash és ‘a - 58 3.3 
Reserves .. 90 4.8 Other assets “a 15 0.8 
1,867 100.0 1,867 100.0 

1955 
Shares 1,731 83.9 Balances due on neta ages 1,749 84.7 
Deposits .. * 217 10.5 Investments 241 11.7 
Other liabilities . . 20 1.0 Cash “y Ka a 57 2.8 
Reserves .. 96 4.6 Other assets oa as 16 0.8 
2,064 100.0 2,064 100.0 

1956* 
Shares 1,910 85.7 Balances due on Mortgages 1,873 84.0 
Deposits .. + 195 8.7 Investments “s » 4 280 12.6 
Other liabilities .. i 22 1.0 Cash ” 7 “a 60 2.7 
Reserves .. - es 103 4.6 Other assets a ~ 17 0.7 
2,230 100.0 2,230 100.0 


* Estimates; the official figures will be published by the Registrar in the middle of this month. 


seem to have been little short of £330 millions, compared with {286 millions 
in 1955. ‘The societies accepted dearer money with the greatest reluctance. 
In the end it has meant an almost general mortgage rate of 6 per cent and 
a general share interest rate of 34 per cent net shaded at the margin, some of 
the smaller societies as usual paying and charging more. Some others, 
including the Co-operative Permanent, went to 6} on their very long 
(35 year) mortgages, because 6 per cent, if the borrower had opted to 
lengthen the mortgage instead of increasing the monthly payment, would 
have left no room for capital repayment at all. 

But concessions to existing borrowers were numerous. Even now the 
Halifax charges old borrowers only 5? per cent. ‘The Co-operative Per- 
manent sweetened the bitter pill with an unorthodox mortgage gamble. 
For a quarter per cent less than the general rate the borrower could obtain 
mortgage interest stability for seven years. He was in effect offered the 
option of gambling away his chance of a rate reduction. Such a gamble 
only works provided the borrowers who take it are a small proportion of 
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total borrowers—and it did work. The Abbey National delayed coming 
up to 6 per cent for old borrowers until March of this year and the Woolwich 
Equitable until April; the 53 per cent Bank rate had gone before old borrowers 
in those societies began to pay for it. 

The societies have by now adjusted their operations in full to the dearer 
money of the past two years. ‘They did so shockingly late, but they have 
emerged with their financial strength unimpaired. Now, with money more 
comfortable and mortgages coming off ration in some societies and quotas 
increased in others, they are nearer to meeting their customers’ full require- 
ments than they have been for a year. 

Should they now cut rates, since Pank rate has fallen from 

TABLE IX! 
TEN LARGEST SOCIETIES: SHARES AND DEPOSITS* 


53 per cent 


(£000s) 
1954 1955 1956 
With- With- With- 
Inflow  drawals Inflow  drawals Inflow drawals 
Halifax .. . 52,602 34,839 63,716 42,752 70,632 46,884 
Abbey National . 51,167 24,410 51,251 33,540 49 433 37,113 
Co-operative Perm: nent. . 27,187 10,309 31,712 17,442 33,664 21,489 
Woolwich Equitable . 25,114 10,233 24,335 14,745 22,749 16,996 
Leeds Permanent . 18,663 9,986 20,063 12,810 19,608 15,065 
Provincial . . re es ey 7,751 11,823 8,977 11,205 9,479 
Alliance . 12,316 5,331 14,486 7,540 12,672 9 565 
Burnley 9,006 5,285 9,205 6,610 8,492 7,418 
Leicester Perm: nent 7,908 4.012 7,835 5,555 6,761 5,620 
Temperance Permanent .. 6,233 3,921 7,295 5,868 5,019 6,049: 
MORTGAGE BUSINESS 
Balance 
1954 1955 1956 Out- 
Ad- Repay- Ad- Repay- Ad- Repay - standing 
vances ments vances ments vances ments End-1956* 
Halifax ; . 38,393 27,972 48 650 36,741 46,124 39,238 243,282 
Abbey Nation: al . . 43,177 26,913 39,329 30,499 40,030 30,898 219,436 
Co-operative 
Permanent . 24,686 13,437 29,920 15,303 21,451 18,061 120,731 
Woolwich Equit 21,658 12,736 23,182 14,694 17,694 15,256 105,195 
Leeds Permanent 16,472 11,211 17,824 12,605 15,702 13,414 85,297 
Provincial . 10,927 8,323 11,589 9,607 9. 531 9,371 56,833 
Alliance . 10,584 6,799 11,342 7,923 10, 206 7,931 45,122 
Burnley 7,667 6,395 8,254 6,686 7.306 7,291 40,539 
Leicester Perm 7,304 6,175 8,174 5,892 6,366 6,758 35,057 
Temperance Perm 5,892 5,172 6,335 5,448 3,232 5,385 30,032 
LIQUIDITY AND RESERVES 
Liquid Liquidity Reserves 
Assetst Ratiot Reserves Ratio 
Per cent £000s Per cent 
1955 1956 1955 1956 1955 1956 1955 1956 
Halifax 40,519 54,233 15.3 18.2 11,865 12,594 4.5 4.2 
Abbey National .. 36,209 35,808 15.3 13.8 9,347 9,917 3.9 3.8 
Co-operative Permanent... 13,363 19,753 10.9 13.9 4,004 4,289 7.6 cm 
Woolwich Equitable 15,796 17,169 13.8 13.9 4.871 5,203 4.2 4.1 
Leeds Permanent 15,530 16,643 16.4 16.2 5,013 5,291 5.38 Sa 
Provincial . . 9,067 9,708 14.4 14.5 4,014 4,302 6.4 6.4 
Alliance 8,980 9,248 17.7 16.6 1,068 1,221 2.% 224 
Burnley 7,302 7,687 15.9 15.8 1,919 2,005 4.2 4a 
Leicester Perm: nent 5,180 6,010 13.2 14.5 2,610 2 623 5.7 ¢2 
Temperance Permanent . 4,895 5,451 3.7 t.2 1,973 2,047 5.5 5.24 


* Figures of the Halifax for years to January 31, of Woolwich Equitable and Leeds 
Permanent to September 30, and all other societies to December 31. 


+ Gilt-edged taken at market values. 
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to 5 per cent? Most building society men would say not, unless Bank rate 
falls again. ‘The reasons for not making an immediate change are threefold. 
In the first place, the demand for mortgages remains very strong—even at 
6 per cent. Secondly, the other savings media offer the same attractive 
rates as they did when Bank rate was 53 per cent, so that a reduction in share 
interest, which would be necessary in order to reduce mortgage interest, is a 
doubtful proposition. ‘Thirdly, it is advisable that the societies should have an 
appreciable margin between income and expenditure in order to build up 
reserves. Liquidity can be built up easily—simply by under-lending. 
Reserves can only grow slowly out of the margin between income and 
expenditure; and after a period of rapid growth their relation to total assets 


TABLE 1V 


THE COST OF GROWTH 
Ratio of Management 
Expenses to £100 of 


Total Assets, Per cent Growth 


1956 1955 over 1956 over Mortgages 

£000s 1954 1955 1954 1955 1956 
Halifax .. - .. 297,298 1.12 1.24 15/6 15/- 14/11 
Abbey National .. .. 258,246 1.12 0.88 12/10 12/11 12/9 
Co-operative Permanent.. 143,685 1.64 1.62 17/8 17/2 18/1 
Woolwich Equitable .. 125,708 1.22 0.83 14/10 14/4 14/- 
Leeds Permanent. . .. 102,736 1.14 0.81 12/3 11/8 10/11 
Provincial .. 67,182 0.76 0.64 12/8 12/5 12/3 
Alliance 56,230 1.91 1.39 19/2 18/2 17/7 
Burnley ..” .. 48,759 0.89 0.57 11,9 12/- 12/11 
Leicester Permanent 41,515 0.83 0.61 11/7 13/- 14/- 
‘Temperance Permanent . 36,125 0.71 0.41 16/1 16,9 17/10 
Leck & Moorlands 36,057 0.72 1.57 10/7 10/10 11/5 
Bradford Equitable 31,364 0.64 0.35 13/6 13/11 13/9 
Huddersfield ‘ - 30,524 0.92 0.59 14/7 15/6 15/- 
Cheltenham & Gloucester 28,672 0.98 0.68 12/8 13/- 12/4 
Northampton Town & 

County - 28,543 1.12 0.84 12/5 13/4 12/4 

Westbourne Park 25,947 0.46 0.57 12/11 12/3 12/9 


lags. Many important societies now show reserve ratios below the 5 per cent 
minimum recommended by the Building Societies Association. 

In two years share interest has risen from 24 per cent net to 34 per cent 
net, and owner-occupier mortgages from 4} to 6 per cent. ‘The widening 
in the spread between rates charged and rates received, from 2 per cent to 
2! per cent, is taken up mainly by the increased tax that the societies pay 
{at the composite rate) on their members’ share and deposit interest; as 
interest rises the tax rises with it. When rates come down again the margin 
between rates paid and rates charged should also tend to close again. But 
that narrowing will be limited. Last year was a sampling year for the 
purpose of determining the composite rate, and with pay packets well 
filled, the composite rate—which is the average personal effective rate of the 
average building society investor—jumped by 6d to 5s 4d in the pound. 
This year is not a sampling year. ‘The relief for older children and for the 
aged should make for a reduction in the composite rate, but at best it can 
be no more than a penny or so in the pound. The societies will feel inclined 
to let sleeping dogs lie on interest rates, and will hope that—third time lucky— 
the dog will not be jolted out of his slumber. 


. 
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America’s Changing 


Banking Scene 





II—THE COMMERCIAL BANKS 


By J. S. G. WILSON 


HE rapid economic expansion of the United States in recent years 

has evoked important modifications in what has long been accepted 

as the prevalent structure of commercial banking. The per- 

sistently high level of the demand for loans has exerted increasing 
pressure on the banks’ resources, and bank liquidity has been reduced 
further by the tight money policy pursued by the authorities over a period 
of several years to contain the boom. In these circumstances, the needs of 
borrowers have had to be met by running down holdings of Government 
securities, and ratios of loans to deposits have reached high levels. How- 
ever, these changes are by no means wholly a product of financial stringency 
and reflect trends unlikely to be reversed for some time to come. 

This article, which follows the appraisal of the banking structure as a 
whole published in the March issue of The Banker, turns to a detailed study 
of the new-style business of the commercial banks. It highlights in par- 
ticular the growing intensity of the battle for deposits; the techniques 
whereby cash balances are maintained at required levels; the persistent 
strength of the demand for loans and the large amounts lent as instalment 
and “‘term”’ loans; and the remarkable vitality with which the American 
banks seek to attract business in a strongly competitive market. The next 
article will deal with money market organization, and the concluding article 
with the Federal Reserve System and credit policy. 

Deposits usually provide the basis of 90 per cent or more of the assets 
of American commercial banks. But it is a bank’s capital and reserves 
that govern the statutory limit on loans to individual borrowers (discussed 
on page 180 of the March article). If a bank is to secure a bigger share 
of loans to the larger borrowers, it must increase its capital resources. By 
ploughing back profits and (especially over the past two years) by making 
rights issues to shareholders, bank capital has been steadily increased, and 
accounts for a larger proportion of bank assets than in Britain. Never- 
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theless, since 1945 there has been an almost continuous fall in the ratio of 
capital to risk assets—which in the United States are deemed to exclude 
Government securities of all kinds and thus consist mainly of loans. 

The growth of deposits, on which attention has been most sharply 
focused, reflects to a large degree the growth of the economy. This has 
been most rapid in the western half of the country and in the south-east. 
Banking in these areas has shared in the expansion. In consequence, 
there has been a marked shift in the ownership of deposits. Thus, in 1939 
the New York City banks held 30 per cent of the total deposits of members 
of the Federal Reserve System; by 1956 their share had dropped to about 
17 per cent. Indeed, the competition between commercial banks, both for 
the balances of the great national business corporations and for those of 
correspondent banks, has become most intense. The commercial banks 
have also had to face keen competition from the savings and loan asso- 
ciations and the mutual savings banks, which are generally able to pay 
higher interest rates on “ savings ’’ than do the commercial banks on their 
savings and time deposits. ‘This is due partly to the tax advantages enjoyed 
by the former in their status as “‘ mutuals ’’; and as such they also have no 
shareholders to whom dividends have to be paid. But the major reason 
for the higher rates paid is the larger proportion of their funds invested in 
high yielding mortgages at 44-54 per cent. Many savings banks invest 
almost 50 per cent of funds in such assets, and most savings and loan 
associations much more than that. 


Competing for Deposits 


Despite the strength of this competition, the total volume of time 
deposits held by the commercial banks is large. The banks have every 
inducement to attract funds in this way as the minimum reserves that have 
to be held against them are much lower than those required against demand 
deposits. Nevertheless, the relative importance of time deposits varies 
remarkably from one part of the country to another.* The rates paid also 
vary, though where banks of similar size operate in the same area competition 
usually obliges them to pay much the same. In States where branching is 
extensive, some of the larger banks pay a uniform rate on time deposits 
at all their branches, but on occasion even relatively large banks are forced 
by local competition to pay different rates at different branches. 

In the past, rates paid by many banks on time and savings deposits were 
extremely low. Moreover, many of the methods of calculation of interest 
were also something of a deterrent, though in a number of instances practice 
has now been modified. In the last two or three years, the actual rates paid 
by commercial banks on time deposits have themselves been edging upwards 
and, when the Fed recently raised its ceiling on such rates from 2} to 3 





* The ratios of time to total deposits are highest on average in the Federal Reserve 
Districts of Philadelphia (nearly 50 per cent), New York and Cleveland (both over 40 per 
cent), and lowest in those of Kansas City and Dallas (about 15 per cent). The San 
Francisco District averages over 36 per cent, but California itself, with highly developed 
branch networks, runs higher at about 40 per cent. The comparable ratio in England has 
recently been about 36-38 per cent; in Scotland it is considerably higher. 
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per cent, the two largest banks in the country went to the limit. Never- 
theless, many banks still feel that established banker-customer relationships 
and the convenience of transacting savings and personal borrowing busi- 
ness within the same institution are more important as a means of attracting 
time deposits than the rate as such, which need not therefore be fully com- 
petitive with those paid by other types of institutions. 

Over recent years, the increase in demand deposits (on which no interest 
may be paid) has been outpaced by the upsurge of loans. Both treasurers 
of business corporations and country banks have tended to reduce their 
balances to a minimum. The former, in particular, have invested heavily 
in ‘T'reasury bills, or lent money to dealers in Government securities in the 
form of ‘‘ buy-backs”’ (see below). The banks most adversely affected 
have been those in New York, since in a tight money phase they tend to 
feel the pressure of loan demand to an exceptional extent. 

Three main methods are employed to attract and hold demand deposits: 
(i) the offer of a high standard of service; (ii) the requirement that customers 
(including correspondent banks) maintain minimum “ compensating ”’ 
balances based on the activity of the account; and (111) the stipulation by 
many banks that borrowing customers (and especially finance companies) 
hold ‘‘ commensurate ”’ balances amounting to a specified ratio either of 
borrowings or of the maximum line of credit, the object being to promote 
closer ties between banker and customer and to concentrate in the lending 
bank the deposit balances of the borrower’s afhliated interests. 

Since all banks have to maintain minimum cash reserves either under 
Federal or State laws, they are naturally greatly concerned about the 
volatility of deposits. Banks can readily make provision for seasonal and 
regular weekly and monthly movements in deposits, but large unexpected 
movements cause more trouble. ‘There are several major sources of dis- 
turbance. Large national corporations which usually collect their receipts 
through bank accounts across the country may make calls on their balances 
at any time either for the purpose of concentrating them at key points or 
for disbursement. Large amounts may be required with little or no notice 
and this is likely to cause embarrassment. In some instances, it is country 
bank balances that are the most variable item and the proportion of total 
deposits attracted in this way may be quite large.* Moreover, when money 
gets tight, such accounts begin to “‘ move off pattern ’’ and may fall heavily. 

Considerable fluctuation is experienced also in the balances held by a 
large number of banks throughout the country for the Federal Government 
and also for States and municipalities. ‘The principal US Treasury accounts 
are carried with Federal Reserve Banks, but because of the size of the 
country moneys are collected through “ tax and loan accounts ”’ with those 
commercial banks designated as “‘ special depositories”’. The ‘Treasury 
makes periodic “calls’’ on these funds through the Federal Reserve 
Bank in the district concerned. At times, funds may also be redeposited 





* Occasionally, it exceeds 40 per cent; 25 to 30 per cent is not uncommon in some parts 
of the country. For the important City correspondent banks 15 to 25 per cent is the 
general rule. 
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with commercial banks. Despite the declared policy of giving as much 
notice as possible, ‘Treasury balances may be adjusted with the larger banks 
on a daily basis and this may upset calculations quite considerably. State 
and municipal accounts appear to behave more predictably, with a pro- 
nounced seasonal cycle based on the flow of tax receipts. 

The volume of cash and liquid assets that the commercial banks need to 
maintain against their deposit liabilities is governed not only by com- 
mercial considerations but also by minimum requirements laid down by 
Federal or State laws. Member banks must keep minimum balances with 
the Fed on a weekly average basis. Banks in “ Central Reserve Cities ”’ 
(New York and Chicago) and “‘ Reserve City ”’ banks must furnish a return 
at the close of business each Wednesday; “‘ Country” banks report semi- 
monthly. Both net demand deposits and time deposits are calculated for 
every day of the statement week, but banks that show a reserve deficiency 
not exceeding 2 per cent of requirements are usually permitted to make it 
good by an excess of reserves in the immediately following week. If this 
concession is not accorded, a penalty is applied. However, fines are rare 
and, when imposed, it is not so much the amount of the fine that bankers 
find hurtful as the indignity of being arraigned. 


Adjusting the Cash Balance 

Unless they are prepared to carry a high level of excess reserves—and 
few of the larger banks now indulge in the luxury of following this practice 

the banks must adjust their cash balances from day to day both to provide 
for ordinary business needs and to meet their statutory requirements on a 
weekly average basis. If a bank’s current cash position is short, it has to 
judge whether this is likely to be temporary or not. If it is necessary to 
take corrective action, it may choose one or other of several methods, the 
technique of adjustment selected depending partly on relative money rates 
and yields, partly on convenience and partly on the size of the bank. 

There are four main ways in which a bank can adjust its cash position. 
In the first place, it may buy or sell “‘ Federal funds ’’—entitlements to 
balances with a Federal Reserve Bank immediately available to the buying 
bank. Resort to this market developed as an alternative to operations in 
Government securities. Since Federal fund transactions are technically 
loans, they are subject to the statutory borrowing and lending limits. It is 
not therefore a means of adjustment that can be used to any extent by the 
smaller banks. (‘The use made of the Federal funds market will be discussed 
in greater detail in the next article.) Secondly, a bank may resort to the 
“ buy-back ”’ technique, under which securities are sold to another insti- 
tution subject to an agreement to repurchase (in reverse, it may be used as a 
means of investing temporarily surplus funds). Statutory lending and 
borrowing limits do not apply to these transactions and this method of 
adjustment has therefore become increasingly popular, particularly with 
medium-sized banks, because it is often more convenient than buying or 
selling Federal funds. Further, Government securities dealers may be 
prepared to pay a rate higher than that on Federal funds. 


325 








A third way of adjusting the cash balance is by buying or selling Govern- 
ment paper, such as Treasury bills or bonds. The larger banks would 
usually sell Treasury bills for this purpose only if Federal funds were too 
expensive. But they can also vary the intake of new bills at the weekly 
tender. For many of the smaller banks, operations in Treasury bills would 
be the most usual means of adjustment. However, many bank portfolios 
have now been denuded of Treasury bills in consequence of tight money 
and, in recent years, banks have been forced to operate increasingly in 
securities with longer maturities. 

As a last resort, member banks may borrow at a Federal Reserve Bank. 
There are few banks of any size that to-day would not do this as a matter 
of principle, though certain of the small country member banks do prefer 
to borrow from City correspondents because of long-standing arrangements 
and (sometimes) because the facilities offered by such banks are more 
flexible. The breaking down of the prejudice against borrowing at the 
Fed (which was formerly quite strong) has been speeded by the conditions 
of tight money, though even now a number of banks still try to avoid 
borrowing over “ statement dates ”’ 


Lengthening Investment Portfolios 


Tight money and the high demand for loans have together wrought 
important changes in both the size and the make-up of commercial bank 
investment portfolios. In general, investments now represent a lower 
proportion of total assets, and there has been an increasing tendency to 
“lengthen out ’’. Nevertheless, it is clear that at all times the views of 
individual banks on the appropriate average maturity and spread of their 
holdings vary considerably. ‘There does seem to be a concentration of 
average maturities within the three to five-year range; but at some banks 
this average may be based on a distribution of maturities that is very 
‘lumpy ”’, and at others on one that is ‘‘ laddered”’ to produce a fairly 
even flow of maturities. Further, the content of many bank portfolios is 
subject to almost continuous change, either in consequence of adjustments 
to the cash position or—particularly at banks in the highest corporation tax 
bracket of 52 per cent—because of the taking of “‘ tax losses ’’.* 

A large number of banks in the higher income range also like to hold a 
proportion of their investments in tax-exempt State and municipal securities. 
But the degree of favour with which these are regarded—and the proportion 
held—varies a good deal. Because of the rather restricted marketability of 
such securities, most banks hold them to maturity. Usually, an attempt is 
made to ladder the portfolio of municipals (a term that includes the 
securities of State governments) so that much the same amount matures 
each year, the funds being usually reinvested at the “‘long’’ end. Many 
of the larger banks are peopared { to invest in high-grade municipals right 
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* For example, in a year of falling markets, a bank may sell securities and take its losses. 
With tax rebates at 52 per cent, these losses will be much less net than gross. The funds 
realized in this way will then be reinvested in similar securities standing below par. As 
the maturity date approaches, the securities will appreciate in value and when the profit 
is realized this will attract a capital gains tax of only 25 per cent. 
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across the country. But banks in the south, Texas and California (the 
‘capital deficit areas’) prefer the higher yielding local issues. 

The persistently high level of the demand for loans, which has been the 
most striking feature of United States commercial banking in recent years, 
has been concentrated most markedly on the banks in New York City, and 
on those in areas of rapid growth such as the Federal Reserve Districts of 
Dallas and San Francisco. But almost all of the large City banks with a 
nationwide business now feel that their loan portfolios are uncomfortably 
high. Over the past decade, the dollar volume of business loans outstanding 
has more than doubled. ‘The expansion has been faster than this in loans 
to sales finance companies and real estate, construction, and “ service ” 
firms, while the proportion of loans to manufacturing and mining concerns 
and to wholesalers has declined. Although farm loans represent less than 
6 per cent of total commercial bank lending, they are an important part 
of total farm debt. 


Changing Pattern of Loans 


The increased borrowing by sales finance companies reflects the sharp 
rise in instalment selling of durable consumer goods. Such transactions 
are also financed directly by the banks themselves. In addition, the banks 
buy instalment paper from dealers within their trading area. ‘The great 
bulk of the banks’ instalment finance is on the security of automobiles. 
This instalment loan business has been very profitable, and the banks have 
suffered remarkably few losses in relation to turnover. 

The big expansion of mortgage lending and of construction loans since the 
war has taken place largely in response to the high level of building activity. 
A substantial proportion of the loans against real estate is made to mort- 
gage companies, to assist the carrying of inventories, against a firm commit- 
ment made by an insurance company or mutual savings bank to take over 
these mortgages from the banks as a permanent investment, as soon as 
these institutions have accumulated sufficient funds. This “‘ warehousing ” 
of mortgages has also been done (occasionally) for insurance companies 
temporarily unable to absorb their agreed quotas. In addition, many banks 
make mortgage loans of their own, both on the “ conventional ”’ basis 
(when they bear the full risk) and with the guarantee of the Federal Housing 
Administration or the Veterans Administration. 

American bank lending tends to be much heavier in the medium-term 
and longer-term categories than lending by British bankers. Loans with 
an initial maturity of over a year (which include instalment and mortgage 
loans) amount to about one-third of the total dollar volume. In addition 
to extensive instalment lending, many American banks have since the 1930s 
been making “term loans ”’ to assist businesses in their expansion pro- 
grammes. Often such loans are too large for any one bank and are shared 
between a group of institutions. The effective maximum maturity of such 
loans for the larger banks has until recently been about ten years, though 
occasionally this limit has been exceeded. Loans in excess of ten years 
have usually been referred to the insurance companies. Sometimes, how- 
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ever, the banks arrange with the insurance companies to take, say, the first 
five years’ maturities themselves. Over the past twelve months or so, how- 
ever, there has been a marked decline in the banks’ enthusiasm for term 
loans and many institutions are now shying away from them altogether. 

The minimum rate to credit-worthy borrowers on term loans is } to 3 
per cent above the prime loan rate. The prime rate is the basic lending 
rate of American banks; it stands at present at 4 per cent. It is related to, 
but does not necessarily change at the same time as, the Federal Reserve 
Banks’ re-discount rates. It is a true minimum rate and even the most | 
credit-worthy borrower will not be accommodated below it. Under State 
laws, ceilings are imposed on lending rates. Some States also have a 
** small loans law ’’, which permits higher rates on “‘ personal ”’ and instal- 
ment loans. In general, actual rates charged tend to vary with the size and 
financial strength of the borrower. For similar types of business, regional 
differences are not marked, though rates do seem to be slightly higher 
(especially on instalment credit) on the west coast and (on commercial 
loans) in ‘Texas. Country banks, with a smaller average size of loan, 
typically charge rather higher rates and tend to adopt a much more rigid 
rate structure. ‘The average rate on farm loans is rather higher than for 
other types of business. 

Competition between banks in the United States for both loans and 
deposits (and it is the latter that has been the more intense in recent years) 
is everywhere much more aggressive than that between banks in the United 
Kingdom. Advertising tends to be more strident and a wider range of 
media is employed to attract custom—one of the most important being the 
bank building.* ‘Throughout the length and breadth of the country, 
buildings are being modernized with competition as the sole objective. In 
small country towns, quite as much as in the big cities, modernization of 
the bank on one corner is quickly matched by radical alterations across the 
street. ‘The larger banks—branch limitations notwithstanding—compete 
nationally as well as locally, and have teams of ‘‘ new business ”’ or ** contact ” 
men, who perform the role of commercial travellers in banking services, 
visiting regularly both correspondent banks and large deposit and borrowing 
customers from coast to coast. Every effort is made to convince the public 
that one’s own bank can offer the best available service and facilities and the 
whole emphasis is on building up an attractive bank “ personality ”’. 

Competition in lending rates, however, is for the most part rare, and 
banks prefer to attract loan business by streamlining their lending depart- 
ments in order to give a quick decision. Most banks would argue that it 
is only when a new customer is coming on to the market that the rate is 
important. Nevertheless, ‘“ breaking the rate’ on term loans has some- 
times been the means of attracting the business of the big national cor- 
poration accounts. But, on the whole, price competition is very much the 
exception and the provision of a wide range of well advertised services ts 
regarded as the major weapon. 
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* Some of the most striking techniques and gimmicks were surveyed in an article entitled 
*“** Drive’ in American Banking’’ in The Banker for January, 1956.—E£pDITOR. 
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Waiting for a Credit Thaw 


By F. S. TAYLOR 


FTER the almost violent changes in deposits and the disposition 
of assets that took place in 1955, the latest balance sheets of the 
Scottish banks seem at first sight to depict a picture of relative 

calm in the past year. But whereas in 1955 the banks showed a general 
rise in profits, in 1956—or rather, in the varying periods of twelve months 
to dates between end-September, 1956, and end-February, 1957, over 
which the accounting years of the Scottish banks range—profits showed 
an almost universal fall; and this apparent paradox is underlined by the 
fact that the profits of the English banks in 1956 rose much faster than in 
1955, reaching record heights. This contrast appears to reflect in part the 
underlying contrast in banking structure and convention north and south 
of the Border, which has resulted in a sharply differing impact on bank 
earnings of the credit squeeze. 

The squeeze has continued to exert its restraining effects on the Scottish 
banks in the past year; and while the latest balance sheet changes have 
been comparatively slight, they have carried further the big movements of 
1955—1in contrast with the experience of the English banks, which showed 
a re-expansion in 1956 of both advances and deposits. 

The fall in aggregate deposits of the Scottish banks has, however, been 
negligible; and as the figures on page 337 show, it is attributable wholly 
to the Royal Bank of Scotland and the Commercial Bank of Scotland, 
deposits of the other four banks having risen slightly. ‘There is little 
evidence that the freeing from taxation in the 1956 budget of interest up 
to £15 on deposits in Trustee and Post Office Savings Banks has drawn 
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deposits away from the commercial banks, despite the considerable anxiety 
—and some resentment— among Scottish bankers when the concession was 
announced. In the event convenience and custom appear to have proved 
strong enough to offset the advantages of the higher returns available else- 
where. Over the past two years, of course, the fall in deposits is much 
more substantial; but the anti-inflationary measures have brought no check 
to the inexorable increase in the banks’ note issues. ‘This has compelled 
the banks to hold an equivalent extra sum in Bank of England cash, as 
cover. In 1945 the note issues of the Scottish banks represented 11 per 
cent of deposits; in 1956 the proportion had risen to 14.7 per cent. Deposits 
have increased by 34 per cent, but the note issue by 78 per cent. 

The reduction of {4.4 millions in advances in the past year has brought 
the decline from the peak two years ago to 8 per cent. It is probably fair 
to say that the banks have done what was required of them. Initially there 
was a fairly sharp contraction, and since then pressure has been main- 
tained to keep advances from rising again, despite the strong demand. 
Further, there has been a notable switch in the direction of lending; in 


SCOTTISH BANKS IN THE SQUEEZE* 
Change 


1955-56 1954-56 
{mns Per cent {mns Per cent 
Deposits oe - -3.1 —0.4 -61.5 - 7.4 
Notes... oe de -6.9 +6.0 +13.6 +-14.0 
Liquid assets .. hg -9 3 -+-3.0 +-19.0 + 6.0 
Advances ” - —4.4 —2.0 —18.9 —- 8.0 
Investments... a —1.4 —-0.5 —- 51.1 -—12.6 


* Aggregate movements of six banks for latest accounting years to dates 
shown in table on page 337. 


particular, personal and financial advances have fallen while loans to heavy 
industry have increased. Overdrafts of the nationalized industries at the 
Scottish banks probably rose on balance in 1956; but thanks to the repay- 
ments from the Exchequer under the new arrangements, they have fallen 
from {11.7 millions in August last to {3.2 millions in late March. 

In 1955, the most striking feature of the Scottish banks’ transactions was 
the fall of over 12 per cent in investment portfolios. In 1956, these showed 
hardly any further reduction, though there was little inducement to venture 
more deeply into the gilt-edged market, especially in view of the favourable 
rates obtainable on call money and Treasury bills. Hence the proportion 
of investments to deposits and notes remained about 40 per cent. The 
Bank of Scotland and the Royal Bank of Scotland retained the old formula 
for the valuation of their Government securities in the balance sheet, 
covering the depreciation below market value from inner reserves. ‘The 
other banks, which had already adopted the formula “ at or under cost and 
below redemption price’, repeated this practice and disclosed an average 
market depreciation below book values in the region of 7 per cent. 

The main explanation of the fall in Scottish banking profits in the face 
of the rise in money rates lies in the relatively high proportion of Scottish 
bank deposits that bear interest. One bank governor, Lord Airlie of the 
British Linen, estimated the proportion at his bank at about 50 per cent, 
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which compares with the published figure of around 37 per cent at the 
London clearing banks. The Scottish banks were paying out more to 
depositors than they gained from higher rates on money market assets and 
on advances (which comprise a much smaller part of bank assets than in 
England). These losses should this year be rectified to some extent by 
February’s 4 per cent reduction in Bank rate. 


Attractions of Hire Purchase 


The reductions in profits, however, were in no case large; and two banks, 
the National Bank of Scotland and the Commercial Bank of Scotland, 
showed small increases. But the governor of the Commercial stated that 
the banking profits were down and that the higher earnings came from 
the hire-purchase subsidiaries, which were acquired in 1954. ‘The advances 
of these companies had risen in the two years from {4 millions to over 
{8 millions, but the excellent earnings of 1956 flowed from the advances of 
earlier periods. The governor remarked that the effect of the controls 
now in operation is to reduce the amount advanced on each transaction and 
hence its profitability. Experience in the current year may therefore be 
less favourable, but there is little doubt that the trend in the longer term 
should be upward. 

The addresses of several Scottish bank chairmen have indicated the 
inevitable frustrations that flow from a period of credit restriction continued 
longer than originally anticipated and falling with greater severity on bank 
lending than on other forms of credit. ‘There is an underlying current of 
concern about the growth of finance companies whose customers might 
equally well, in many cases, have obtained their requirements from the 
banks had these been free to lend. Admittedly, a case can be made for 
specialization in this field; but if it were granted the result, in the long run, 
would be to leave to the banks the less remunerative forms of lending and 
the more expensive types of service. 

‘Traditionally, the Scottish banks obtained their main income from the 
differential between interest earned and interest paid. ‘They still do, but in 
the post-war period they have already been forced to increase their charges 
and they may well have to do so again. ‘There is little doubt that the banks 
would prefer, if they were free to do so, to improve their income by increasing 
their loans. This need not imply launching into the field of consumer 
credit. ‘The subsidiaries owned by the Commercial Bank of Scotland 
specialize in lending for the purchase of vehicles and industrial machinery, 
and the case for bank participation in hire-purchase lending in this field is 
particularly strong in Scotland. 

Scots law does not recognize any security without possession of the 
security subjects, nor will it countenance a floating charge. ‘The develop- 
ing company, often occupying a rented factory in an industrial estate 
or elsewhere, must in the nature of things be a fairly high credit risk. 
Frequently the only way in which it can provide security for loans is under 
a hire-purchase contract. Scottish bankers are proud, and with reason, of 
the part that the banks played in the industrial development of Scotland in 
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the eighteenth and nineteenth centuries. ‘They would be very willing to 
play a similar part to-day. At the moment Scots law and the credit squeeze 
combine to inhibit any efforts they might wish to make in this direction; 
but that state of affairs cannot continue for ever. 

The Commercial Bank of Scotland is this year making a departure from 
traditional practice in another sphere. In his address to shareholders in 
October, the Earl of Mar and Kellie announced that the bank had set up 
an Investment Department, which will give its own advice to customers or 
itself manage their portfolios. ‘The traditional practice of the banks when 
asked for advice on investments has been to obtain reports from brokers 
and to pass these on to customers. ‘This is the procedure commended in 
the textbooks, but there must be many occasions when branch managers 
find it very difficult to follow strictly. ‘There appears to be logic, therefore, 
in the decision to set up a department and employ an experienced manager 
to handle specialized work of this nature. It will be interesting to see 
whether there is an adequate demand for the services offered. 


Scottish Industry 
after Suez 


By JOHN SHERRET 


HE Suez crisis had only a small impact on the Scottish economy. 

Industry in Scotland is somewhat less dependent on oil than British 

industry as a whole; and the oil industry itself is relatively small 
—there is only one major refinery, that of British Petroleum at Grange- 
mouth. Moreover, as in the rest of Britain, the effect of the oil shortage 
was mitigated by the easing of the pressure of demand as a result of the 
Government’s monetary measures, which had exerted some restraint 
on new investment as well as on consumption. But while there has been 
an important shift towards the industries contributing most to exports, 
industry as a whole, with the exception of certain durable consumer goods 
industries, has remained generally active. 

Admittedly, the latest returns show unemployment at about 3 per cent— 
almost double the average for the United Kingdom as a whole. But this 
is no higher than is usual in Scotland in the early months of the year; 
moreover, for the past year or so the average level of employment has been 
higher than ever before, and recent unemployment figures have shown a 
more than usually high proportion of persons registered as temporarily idle. 
Unfilled vacancies have also continued in some number. Some 3,000 more 
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people on balance have been engaged in manufacturing industry than two 
years ago, and half as many again have gone into the engineering group, 
which is largely devoted to export production. In this recent phase Scot- 
land has been fortunate in not being a main centre of the car industry. 

The limited effect of the oil shortage is reflected in the experience of the 
other fuel and power industries. In the twelve months to March 31 the 
volume of gas produced at Scottish works was 49,500 million cubic feet, 
compared with 50,700 million cubic feet in the previous year. ‘The genera. 
tion of electricity also fell somewhat, at least in South Scotland, the main 
producing area. ‘These reductions are attributable mainly to the unusually 
mild weather in the winter months and to the reduction in consumption 
caused by the recent strikes in the shipbuilding and engineering industries; 
but it seems to indicate also that for industry as a whole, as opposed to 
certain sectors, the oil stringency did not prove very serious. 

One of the most encouraging trends in Scotland’s economy in the past 
year has been the growth of Scottish coal production, which of course is 
governed less by demand than by capacity. In earlier post-war years per- 
formance in this industry has been consistently disappointing, but it now 
seems that the tide may be on the turn and that the benefits of the massive 
development expenditure may be secured. In the first three months of this 
year output increased by 87,300 tons, or 1.2 per cent, and it is hoped that 
the improvement will henceforth be progressive. It should be possible 
not only to discontinue coal imports but also to re-expand exports. 

In the new field of the development of atomic energy Scotland is to play 
a notable part. Following the general approval voiced at a recent local 
public inquiry, the South of Scotland Electricity Board is to establish a 
300-megawatt nuclear power station in Ayrshire, and the North of Scotland 
Hydro-Electric Board is considering the choice of a site for a nuclear station 
in its area. In the meantime good progress is being made with the con- 
struction of fast breeder and materials-testing reactors at Dounreay in 
Caithness, and of the plant at Chapelcross, near Annan. All three ventures 
are under the aegis of the Atomic Energy Authority. The Dounreay 
reactor, in addition to generating heat for conversion into electricity, will 
“ breed ”’ fissile nuclear fuel from non-fissile material and thus produce at 
least as much fuel as it consumes; and the Chapelcross plant, similar to that 
at Calder Hall, will be geared for the production of plutonium. 

Scotland’s traditional heavy industries are generally in good shape. Steel 
output set up a new record in 1956 at fully 24 million tons, and although it 
was among the hardest hit by the 10 per cent cut in supplies of fuel oil at 
the end of the year, output rose further in the early months of 1957. ‘To 
conserve oil supplies some furnaces were modified to burn creosote pitch, 
a fuel produced within the industry itself. Important steel extension 
schemes are now in progress, the most notable being the £224 millions 
project of Colvilles at Ravenscraig, Motherwell, which is due to come into 
production in the autumn. 

The shipbuilding industry is heavily booked as are most branches of 
engineering—many concerns in which have become members of the atomic 
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engineering groups. ‘The locomotive industry, however, has not been 
faring too weil, but should do better now that the change in production 
facilities from steam to diesel traction has been completed and that sizeable 
home railway orders are in prospect. There has been a slowing down of 
new factory construction by Scottish Industrial Estates (the Government 
‘special areas”’ undertaking). However, a number of important new 
private projects are under way—including, besides those in steel and ship- 
building (see the ensuing article) schemes for tractor, tyre and diesel engine 
manufacture; and it seems likely that the range will before long be extended. 

Operations continue at a high level in the chemical industry—including 
that based on petroleum—in distilling and brewing, and in the Border 
woollen industry; and following the easing of import restrictions in the 
important Australian market, and the cuts in British purchase tax, the out- 
look has now improved for the carpet, linoleum and furniture industries. 
Finally, agriculture continues with a lower labour force to produce fully 
50 per cent more than before the war. 





Fitting the Clyde for 


Super-tankers 


By A SPECIAL CORRESPONDENT 


the size of new tankers to mammoth proportions; but the first 

such tanker was in the water half a year before he nationalized 
the Suez Canal. Mr Stavros S. Niarchos, the dynamic Greek ship- 
owner, set the fashion with his Spyros Niarchos, which was launched at 
Barrow-in-Furness in December, 1955. Originally the ship was designed 
to carry 32,000 tons, but its capacity grew (on paper) to 44,000 tons, then 
to 47,000 tons, and construction was to 47,750 tons. It was stated at the 
launching that years would elapse before the Suez Canal was deepened 
sufficiently to allow passage at full maximum draught of 37? feet, and on 
her maiden voyage through the waterway the tanker carried only 41,000 
tons of crude oil. 

She and her sister ship, the Evgenia Niarchos, are the largest tankers 
built so far in the United Kingdom. ‘Tankers of about 52,000 tons dead- 
weight have since been launched from French shipyards; at least six tankers 
of around 65,000 tons carrying capacity are on order at Kiel; at Kure, in 
Japan, the Universe Leader has been completed and the Universe Commander 
launched, each with a carrying capacity of 84,000 tons. Mr Aristotle 
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Onassis has ordered from shipyards in the United States tankers with a 
deadweight of 100,000 tons; and now he has been out-done by his com- 
petitive brother-in-law, Mr Niarchos, who has ordered a tanker of 106,500 
tons in the United States. 

The limit to the size of the super-tanker is set primarily by the physical 
capacity of repairing and berthing facilities and of port and sea canal channels. 
Within these limitations, the general rule is “the larger the vessel the 
cheaper the transport’’. ‘The consumption of bunker oil per ton of oil 
transported is naturally smaller on a large vessel: and the economy in man- 
power is equally important, since the difficulty of finding crew is one of 
the major problems confronting tanker operators. It was pointed out 
recently in a Niarchos publication that the T-2 tanker of the war years, 
with a deadweight capacity of 16,000 tons and carrying about 6 million 
gallons of oil, required a crew of 42; whilst the World Glory, of 45,000 
tons deadweight, and carrying 164 million gallons of oil, has a maximum 
crew of 64. 

But the big recent impetus to ever-more-super-tankers has been provided 
by the evident need for large shipments of oil over long hauls by-passing 
the Suez Canal. This derives not only from the political threat to the 
Canal but also from its physical limitations and the growing dependence of 
the Western Hemisphere on oil from the Middle East. 

When modernization and extension schemes at present in hand are 
completed, there will probably be twelve shipyards in Great Britain and 
Northern Ireland capable of building oil tankers of 50,000 tons deadweight 
and upwards; and four of these are on the Clyde. They are the shipyards 
of Messrs Lithgows, John Brown and Co (Clydebank), the Fairfield Ship- 
building and Engineering Company, and Alexander Stephen and Sons. 


Four Major Schemes 


It was at Clydebank last October that the first news was given of the 
intention of a major British oil company to build tankers of 60,000 tons 
deadweight and over. ‘The announcement was made by the late Mr Basil 
R. Jackson, then chairman of British Petroleum, at the launching of the 
British Industry, of 32,000 tons deadweight, the largest type of tanker so far 
built on the Clyde. Mr Jackson pointed out that John Brown and Co 
had another tanker of 32,000 tons building for BP, making four of these 
vessels in all, and had orders for three further tankers, each of 42,000 tons; 
and he stated that the firm would be among those asked to build the five 
or six 60,000-ton tankers in the new programme. 

This Clydebank firm had indeed been in advance of its customers. It has 
been engaged since the early days after the Second World War on a moderniza- 
tion programme covering not only its main shipyard but also its engine works. 
The nature of the firm’s other plans was made known last June when it 
applied to the Clyde Navigation Trust for permission to encroach on the 
river to the extent of 45 feet at its west shipyard. Here John Brown is to 
convert its three existing berths into two berths capable of building tankers 
of 65,000 tons deadweight—and, if the need arises, even larger vessels. In 
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a speech in March Sir James McNeill, deputy chairman of John Brown, 
indicated that two ships had still to be launched from the west shipyard 
before the reconstruction scheme could be completed, and that the firm was 
spending more than {1 million in that scheme for the building of large 
tankers alone. He stated that the capital outlays authorized or spent by 
his firm in the last few years for conversion of berths and other improve- 
ments considerably exceeded the total profits earned over the same period. 

The Linthouse shipyard of Alexander Stephen and Sons has also under- 
gone important changes in the past few years, and extensions are still in 
progress. The berths are now angled to take larger vessels; they are served 
by cranes that can handle prefabricated units up to 44 tons in weight; and 
there are facilities for welding on a large scale. Big extensions have been 
made also in the machinery department. 

Major schemes of modernization and expansion have indeed been carried 
out at all the major Clyde yards. As a result of that undertaken about 
four years ago by the Fairfield Company at Govan, the three main berths 
there are capable of accommodating ships from 800 feet to 1,000 feet in 
length, and from 90 feet to 112 feet in beam. Each roadway between the 
berths is equipped with two travelling cranes—one of 40 tons and the 
other of 15 tons. Little has been made known about the reconstruction 
scheme being undertaken by Lithgows at their Kingston shipyard at Port 
Glasgow, but it is understood to involve the rearrangement of building 
berths and the layout of welding and other facilities, as well as the lengthening 
and deepening of the fitting-out basin. 

Many of the other Clyde shipyards are carrying out reconstruction 
schemes, the most notable being those of Barclay, Curle and Co in the 
Glasgow area, and of the Greenock Dockyard Company. While these 
firms may not aspire to build tankers of 60,000 tons and more, they will 
be able to offer speedier construction of high-class cargo-passenger and 
passenger liners and of the more moderate-sized tankers—which until quite 
recently were themselves classed as super-tankers. 

The reorganization of each of the four “ super-yards”’ has been em- 
barked upon in the expectation that there will be a continuing demand for 
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Money Making the safe way 
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the larger type of tanker. So far no definite orders have been placed by 
the leading oil companies—or at least, none has been publicly announced. 
However, firm plans have been made known. When actual work starts, 
the yards will be faced with two key requirements: greater supplies of steel 
and a steadily increasing labour force to fabricate that additional steel. 
There has been some welcome news recently about steel supplies: the 
Civil Lord of the Admiralty has stated that the shipbuilding industry is 
likely to receive an additional 75,000 to 100,000 tons of steel in the current 
year. But the question of increasing the ironwork labour force is, above 
all, one for the unions, who must take a broader view on questions of 
recruitment of apprentices. Along with management, the unions may have 
to consider relaxation of rules on a temporary basis for a period. A larger 
ironworking labour force would not only increase productive capacity but 
would help to maintain a proper level of employment for the fitting-out 
trades in the industry. 





The Bank Balance Sheets Analysed 


I—LIABILITIES 
(£ millions) 


























LLATEST 
CAPITAL AND RESERVES* DeEPposiTs ACCOUNTS 
1938 1954 1955 1956 1938 1954 1955 1956 
Bank of Scotland. . 8.2 9.4 9.4 9.4 =71.1 176.5 171.6 173.9 28. 2.57 
Royal 8.1 11.3 11.4 11.5 69.9 147.2 128.3 120.1 31.12.56 
British Linen 3.9 4.0 4.0 4.0 35.6 87.4 77.8 80.7 30. 9.56 
Commercial = 5.6 7.2 7.2 7.2 44.7 130.0 121.3 117.4 27.10.56 
National big 3.6 5.1 5.1 5.1 38.3 113.3 105.6 107.4 1.11.56 
Clydesdale & North 6.0 6.5 6.5 6.5 64.7 179.6 170.9 173.0 31.12.56 
35.4 43.4 43.9 43.7 325.2 834.0 775.5 772.5 
NOTES ACCEPTANCES AND DRAFTS 
1938 1954 1955 1956 1938 1954 1955 1956 
Bank of Scotland 6.0 23.0 24.5 26.1 5.9 13.1 20.7 20.7 
Royal 3.1 13.3 14.8 15.8 4.8 9.3 9.9 9.2 
British Linen 2.7 10.9 12.0 12.9 * 5.2 5.3 4.4 
Commercial i.e 18.3 19.4 4.1 ava 3.1 3.8 
National an 2.9 21.5 11.9 12.9 3.1 6.0 6.1 6.2 
Clydesdale & North 5.2 £AtlClC POO HS Py 10.1 12.0 9.4 
23.7 97.9 104.5 111.4 20.5 47.0 57.1 53.7 
Tora, Deposirs .. £772.5 millions ToTaL NOTES - £111.4 millions 
Increase over 1938 138%, Increase over 1938 370% 
Decrease from 1955 0.4% Increase over 1955 6.6% 


* Including carry-forward. 
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HILE it may be some time 

before there is any serious 

discussion of fiscal plans and 
policies in the light of the mid-term 
elections due next year, it is already 
clear that official Washington has taken 
a look—if no more than a very brief 
one—at the sort of economic patterns 
that may be emerging early in 1958. 
The authorities are clearly disposed to 
believe that underlying trends are still 
inflationary, and the Federal Reserve 
Board remains unwilling to make any 
moves that might incite any material 
build-up of business stocks, or could 
be interpreted as a Federal reinforce- 
ment of substantial wage claims. 

The Administration has had timely 
warnings on this wages issue—from 
sharply opposing camps. The powerful 
United States Steel Corporation, on 
one side, has stated that “‘ the vast 
power of nation-wide labour unions is 
now automatically compelling infla- 
tion’’ because of the now perennial 
search for wage gains in excess of 
advances in productivity. And on the 
other side, Mr Walter Reuther, presi- 
dent of the United Automobile Workers, 
has declared that wage negotiations 
next year will embrace claims “ larger 
than ever before’”’ and well in excess 
of amounts required to maintain pay- 
rolls on a working week reduced from 
the present level of forty hours. 

All this, however, takes a still some- 
what distant view. While still moving 
cautiously, Mr William Martin, chair- 
man of the Federal Reserve Board of 
Governors, has now acknowledged a 
condition that might be described as 
“slack tide” in industry and has 
declared that the present policy of the 
Fed is “‘ passive”. This might be 
defined as the distinction between even 


a mild “loosening” of credit and 
‘some lessening of tightness ”’ and it 
has occurred at a time when seasonal 
considerations make it rather awkward 
to discern whether temporary slackness 
in the money market is due to under- 
currents or an actual reversal of the 
tidal flow. 


House Loans Eased 


However, one straw on the stream 
may be significant. ‘The Administra- 
tion has taken some mild steps towards 
encouraging a revival of residential 
construction—for which the latest avail- 
able figures indicate an annual building 
rate of about one million units, which 
would be the lowest level reached for 
almost a decade. Mortgage terms for 
the Federal Housing Administration 
have been revised, with a reduction in 
minimum deposits on some types of 
housing. Further, permission has been 
given for Federal Savings and Loan 
Associations to go beyond their now 
sharply-defined local boundaries, the 
assumption being that this move will 
even the flow of mortgage funds and 
permit a quicker rate of construction in 
those fast-developing zones where de- 
mands for finance are most likely to 
outbid local savings. 

The stimulus is considered likely to 
be mild, unless it is followed by a 
general easing of the flow of mortgage 
credit. But that point has not been 
reached. Meanwhile, another indication 
that inflationary pressure on the eco- 
nomy has sensibly relaxed, at least by 
comparison with 1956, is that weekly 
reporting banks of the Reserve System 
recorded an overall decline in their 
loans of $946 millions in the first 
quarter of this year, in contrast with a 
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Production wasn’t in unison 


with 


sales 


ACCOUNTING PROBLEM FOR OLDHAM BATTERIES LTD 


Oldham’s accounting system didn’t 
show the balance of outstanding orders, 
consequently production planning 
wasn’t in step with sales commitments. 
This, in turn, made future budget cal- 
culations difficult. Could a new system 
be worked out that would give Oldham’s 
the information they needed? 

Like so many firms, big and small, 
faced with this kind of problem they called 
in Burroughs—the experts in accounting 
methods. 

The Burroughs representative and 
Oldham’s accounting staff did work out 
a system. It was based on the famous 
Burroughs Sensimatic machines. So 
effectively did this new system work 
that when the Sensimatic concerned list- 
ed a certain component in the monthly 
requirements column and there was 
no outstanding order to explain it the 
machine was proved right—someone 
had forgotten to place the necessary 


order! Also, as a result of the new 
system, Oldham’s were able to transfer 
the highly experienced staff, who'd 
worked the old system, to more impor- 
tant work, and replace them with un- 
trained seventeen-year-old girls. 


HOW BURROUGHS MIGHT BE ABLE 
TO HELP YOU 


Ask yourself: How many of your staff are 
engaged in figure-work? How long does it 
take to get the figures you want? Are the 
figures always accurate when you get them? 

Burroughs Accounting Machines will do 
all this for you without tying down a lot of 
staff and do it far more speedily and far more 
accurately. Burroughs make machines for 
every size of business and you have every- 
thing to gain by consulting them. 

They will advise against buying a machine 
if they don’t think you need one. Their ad- 
vice, of course, is free. The local Burroughs 
office is in the phone book. Or you can write 
direct to London if you prefer. 


¢Jurroughs 


The most experienced manufacturers of Adding, Calculating, Accounting, 
Typewriter-Accounting, Statistical and Microfilm Equipment 
BURROUGHS ADDING MACHINE LIMITED, 356-366 OXFORD STREET, LONDON, W.1 
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rise of as much as $1,000 millions in 
the same period of 1956. Commercial 
and industrial loans have risen by only 
$130 millions, compared with $1,100 
millions a year ago. 

There has been no marked change in 
general business conditions and indus- 
trial production, which, seasonally ad- 
justed, showed no change between 
January and March at 146 (based on 
1947-49). There has been at least a 
temporary setback in earlier hopes about 
a possible revival of car sales in 1957. 
Dealers’ stocks seem to have risen from 
about 630,000 on February 1 to a 
possible 750,000 on April 1—a level 


in relation to recent sales. The next 
month or so may well determine how 
far this industry may go towards reach- 
ing its declared production goal of 
6,500,000 passenger cars this year. 
Employment and incomes remain at 
very high levels, but manufacturers’ 
orders have fallen, especially for durable 
goods, and there was some evidence in 
mid-April that stocks in manufacturing 
warehouses were rising again. ‘These 
are features that suggest that there will 
be no early turn in factory output. It 
has indeed been suggested that a some- 
what more noticeable curtailment of 
output over the next quarter would 











still well below the peak of 902,000 of provide surer foundations for an 
May, 1956, but still uncomfortably high autumn rally. 
American Economic Indicators 
1956 1957 
1954 1955 1956 - ~—-—-— 
Dec Jan Feb Mar 
Production and Business: 
Industrial production (1947-49 = 100). . 125 139 143 147 146 146 146 
Gross private investment (billion $) .. 48.0 60.6 65.4 68.5 — — 64.5 
New plant and equipment (billion $).. 26.8 28.7 35.1 — — —- 36.9 
Construction (billion $) ;' .. 37.8 43.0 44.3 44.7 44.9 44.9 44.3 
Housing starts 1,220 1,328 1,118 64.0 65.0 65.0 83.0 
Business sales (billion $) 46.7 51.7 54.0 55.8 56.5 564 — 
Business stocks (billion $) 76.9 82.1 88.5 88.5 88.7 88.9 — 
Merchandise exports (million $) 1,259 1,293 1,582 1,995 1,675 1,605 — 
Merchandise imports (million $) 851 948 1,049 1,052 1,118 1,004 : 
Employment and Wages: 
Non-farm employment (million) 54.7 56.5 58.4 59.4 57.6 58.0 58.4 
L'nemployment (000s) . 3, or 2,654 2,551 2,479 3,244 3,121 2,882 
\’nemployment as % labour force 4.0 3.8 3.7 4.9 4.7 4.3 
Hourly earnings (mfg) ($) 1. ‘a 1.88 1.98 2.05 2.05 2.05 2.05 
Weekly earnings (mfg) ($) 71.86 76.52 80.19 84.1 82.4 82.4 82.0 
Prices: 
Moody commodity (1931=100)4 Fgh FAR TS ANP 442-4290 414 
Farm products (1947-49 = 100) 95.6 89.6 88.4 88.9 89.3 88.8 88.8 
Industrial (1947-49 = 100) ¥ 114.5 117.0 122.2 124.7 125.2 125.5 125.4 
Consumers’ index (1947-49 = 100) 114.8 114.5 116.2 118.0 118.2 118.7 — 
Credit and Finance: 
Bank loans (billion $) 70.6 82.8 91.2 91.22 89.0 894 — 
Bank investments (billion $) 85.3 78.3 74.4 74.4 73.7 73.0 — 
Bank loans (weekly) (billion $) 22.5 26.7 31.3 31.3 30.3 30.3 31.4 
Consumer credit (billion $) 32.3 38.6 41.9 41.9 40.9 40.5 — 
Treasury bill rate (%) .. 0.95 1.75 206 320 Bae Be ODS 
LS Govt Bonds rate (%) 2.7/0 2.94 (5) es, See: eS ee 
Money supply (billion $) 209.7 216.6 220.9 220.9 219.5 217.7 — 
Federal cash budget (+ or —) (mill $) al 082 -740+5,524 — — — —- 


NotTEs—Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 
1954-56 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1954-56. Business sales and stocks, 
money supply, bank loans and consumer 


levels. 
partial returns only. 
cash totals. 
the middle month. 


of the period. 


credit show amounts outstanding at the end 
Moody’s commodity index 
shows high and low 1954-56, and end-month 
Weekly bank loans are derived from 
Budget figures are 
Quarterly figures are shown in 





») 


‘ 


—— 


— 


*) NY 


Mi) 


i) 
»\\W Ml" 


Ci 


NI 


a) 
ANN 
mA Nt 


- Gi 


] 
; 


> 
~ 
~~ 


S 


Wij 


, Ui 


“iN NAN 


T77, 


\\ 


/ 


JE 

a 
Ze 
—— 
= 
> 


S 


—- 
4 
ee 
= 
= 


Wi) 


ny if 


hy. 


\\ 


— 


= iy) 


‘ 


| hig 


Mig 


i 


) Wai 


| WA i 


‘ 
‘ 


\N\\i AN 


ef 


~ 
SS 


af, 


ly 
Wij 


om 
Wa My; 
fe yy 


i 


NK Ply 
AY, RY 


Wey SAY 


a \ 


i. 


ini) 


\ Ns 


WY A 
nm : 


ee a) 


’ Shams yy 
> 


im 


WA SAY 
Ws WAY: | 


: Pade 


\y 


| hi): 


AY 
a\ \ 


“WY A 


Zz 


my 
AW) WAN Wi 
\\ Ws 


4) 


A 
nn 


’ 


\ 


A) 


NAN 


Wes SAY 


\) 
4 


ie 


SSS 
SS 
TAS 


WA! 
WW) 
SO 
SSiww 





cy 


NK! 
Ay 
S <i 


Taking the 


East into account 


Twenty-five years ago you would have found this ‘adding 
machine’ of antiquity in every eastern branch of The Chartered 
Bank. It was of particular use in calculating the intricacies of 
exchange rates which often fluctuated with great rapidity. Today, 
the abacus is being replaced by the slide rule and the electric 
computer. The East is changing but the Chartered Bank remains 
in step, so that its knowledge of eastern trade, travel and in- 
vestment is always up-to-date. This knowledge and a century of 
experience sustain a complete banking service available throughout 
a branch system, which extends to most centres of commercial 


importance in Southern and South-East Asia and the Far East 


THE 
CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 


HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 














INTERNATIONAL 
REVIEW 





ARGENTINA 


$75 Millions from IMF—The Inter- 
national Monetary Fund, which Argen- 
tina joined last year, has agreed to grant 
a credit of $75 millions, 50 per cent of 
Argentina’s quota and twice its gold 
subscription, to support the country’s 
dwindling reserve. 


Finance Minister Resigns—After only 
a few months in office, Dr Verrier re- 
signed from the post of Minister of 
Finance at the end of March owing to 
strong opposition from other members 
of the Government to his stringent 
austerity plan. Dr Verrier had pointed 
out that the prospective balance of pay- 
ments deficit for 1957 was US $200 
millions, about the same as in the pre- 
vious year, and contended that unless 
remedial action was taken immediately 
the country’s reserves would be reduced 
from their existing level of some $237 
millions to exhaustion point by the end 
of the year. Among the policy changes 
he recommended were abolition of all 
subsidies, a twelve-months’ wage freeze 
and severe pruning of Government ex- 
penditure on public works to release 
resources for the expansion of basic 
industries. 


The New Policy—Dr Verrier’s suc- 
cessor is Dr Vasena, a director of the 
central bank. He has announced that 
although his measures for resolving the 
economic crisis will feature austerity 
they will not aim to compress consumer 
demand. He has argued that what the 
country needs is an expansion of pro- 
duction to ensure a higher level of con- 
sumption and more investment of both 
domestic and foreign origin. He has 
admitted, however, that it will be 
necessary to cut all inessential spending 


we 


abroad and to have temporary recourse 
to foreign credit to stem the fall in 
external reserves. 


Another Resignation—In a letter to 
the President tendering his resignation 
as chairman of the Advisory Committee 
on Financial and Economic Policy, Senor 
Delfino has drawn attention to the 
country’s financial and economic rela- 
tions with European creditor countries, 
deploring Argentina’s failure to offer 
concrete proposals for a settlement of 
debts owed to these countries. He also 


emphasized the risks Argentina ran in 
proposal 


the to 


delaying action on 





U. AYE KYAW 


Chairman, State Commercial Bank, Rangoon 
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form a large international consortium 
for the exploitation of domestic oil 
resources. 


AUSTRALIA 


Imports Eased Again—Following the 
continued improvement in the country’s 
external payments—the gold and foreign 
exchange reserves of the Commonwealth 
Bank topped £A400 millions in April— 
the Federal Government has announced 
relaxations of import restrictions to a 
value of £A75 millions a year. About 
£A30 millions of the additional licences 
will be for equipment and raw materials 
needed by Australian industries. In 
addition, all quotas in category “‘B”’, 
which is composed mainly of consumer 
goods, will be raised by two-thirds of 
their present value to allow an increase 
in imports of the order £A15 millions. 
‘The only exception in this category is 
paper, which is transferred to category 
‘““A” and increased by 10 per cent. 
Extra quotas are also being granted for 
vehicle imports on an incentive basis— 
that is, one that bases quotas for 
different makes on recent sales. 


The Trade Surplus—There was a 
surplus of exports over imports during 
the first nine months of the trade year 
that began in July, 1956, of £A206 
millions, compared with a deficit of 
£A77 millions during the comparable 
period of the previous year. 


Central Bank Reform—Mr Menzies, 
the Federal Premier, has stated that the 
Government has decided upon “ limited 
separation ”’ of the Commonwealth Bank 
from the Commonwealth Trading Bank. 
‘The new arrangements will result in the 
Commonwealth ‘Trading Bank being 
placed under the control of a separate 
board and governor. Mr Menzies also 
indicated that the special accounts pro- 
cedure would be replaced by a system of 
reserve deposits ’’. 

Credit Insurance Chief—Mr R. A. 
Freeman, a British trade insurance ex- 
pert, has been appointed foundation 
commissioner of the newly-formed Ex- 
port Payments Insurance Corporation, 
which is to begin operations within a 
few months. 


Rail Standardization— [he 


«6 


Govern- 


ments of Victoria and New South Wales 
have entered into an agreement to con- 
struct a standard-gauge railway between 
Melbourne and Sydney at a cost of 
£A10 millions. 


At the moment the 
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difference in gauge between the railway 
systems of the two States necessitates 
trans-shipment of goods and passengers 
at the border. 


BURMA 


US Loans—Under two new agreements 
concluded with the United States, 
Burma will receive sums of $42.3 mil- 
lions for financing economic develop- 
ment. ‘The money is repayable over a 
period of forty years. 


CANADA 


Financing the Deficit—A preliminary 
report on the balance of payments in 
1956 shows that there was a deficit on 
current account of Can $1,400 millions, 
the largest ever recorded. ‘The gap was 
covered to the extent of 90 per cent by 
the net inflow of long-term capital, 
about two-thirds of which came from 
the United States and one-third from 
the United Kingdom and other coun- 
tries. In 1955 Canada had a current 
account deficit of some $700 millions, of 
which about half was covered by the 
inflow of short-term funds. 

Uranium for Britain—'l‘alks between 
the British and Canadian Prime Ministers 
at Bermuda in late March resulted in an 
agreement under which Britain will be 
supplied with uranium to the value of 
$115 millions during the next five years 
for its nuclear power programme. 
Atlantic Telephone Cable — The 
British Post Office and the Canadian 
Overseas ‘Telecommunications Corpora- 
tion have agreed to share the cost of a 
new transatlantic telephone cable to 
handle the rapidly increasing traffic. 


CENTRAL AFRICAN 


FEDERATION 
Long-Term Uranium Contract—T he 
United Kingdom Atomic’ Energy 


Authority has offered to enter into con- 
tracts to purchase 500 tons of uranium 
oxide per annum from Rhodesian mines 
at prices that will be “‘ reasonable in the 
light of world conditions’. ‘The con- 
tracts will be for a ten-year period from 
the coming into production of the mine 
provided that the end date of the period 
does not extend beyond 1972. 


CEYLON 


China Trade Pact—A trade delegation 
that visited China in March negotiated 











an agreement under which Ceylon will 
be supplied with Chinese cement, tinned 
foods, building materials and other 
items to a total value of Rs 10 millions, 
payment to be made in Ceylon rupees. 
The delegation found that China was 
anxious to arrange for an extension of 
the rubber-rice pact between the two 
countries, which is due to expire at the 
end of 1957. At the moment, Ceylon is 
owed Rs 80 millions in respect of the 
operation of the pact and this debt is 
expected to rise to Rs 130 millions by 
the end of the year. 


FRANCE 


Bank Rate Up—Having apparently 
accepted the view that the high rate of 
economic development has been an im- 
portant contributory factor to the foreign 
exchange crisis, the French authorities 
have had recourse to restrictive monetary 
action. Bank rate has been raised from 3 
to 4 per cent, increases have also been 
made in cther officially controlled interest 
rates, and hire-purchase regulations have 
been made more stringent. 


Austerity Ahead—In a statement to 
the National Assembly on the currency 
crisis, the Minister of Finance, M. 
Ramadier, forecast that it would be four 
or five years before the country extri- 
cated itself from its economic difh- 
culties. He appealed for a period of 
austerity to end the budget deficit and 
fight inflationary pressures. 


Expansion Still Possible ?—Prior to 
the change in official policy, the French 
National Accountancy Commission, a 
semi-official body, had expressed the 
opinion that continuing expansion was 
not incompatible with a recovery in 
external reserves provided internal de- 
mand and non-essential imports were 
reduced and controlled investment en- 
couraged. 


Financing Overseas Development— 
Three leading French banks—Credit 
Lyonnais, Rothschild Fréres and the 
Banque de Paris et Des Pays Bas—have 
announced their intention to form a 
new company, Compagnie Financiere 
Pour l’?Outre Mer, to finance develop- 
ment projects in French overseas terri- 
tories. Another new concern—Com- 
pagnie Francaise du Sahara—has been 
established to undertake the exploration 
and development of all economic re- 
sources in the Sahara. 


GERMANY 


Gold Market Freed—Transactions in 
gold, silver, platinum and palladium 
have been freed except for the stipulation 
that exports require a permit and pur- 
chases of gold against payment in dollars 
may be made only by industrial users or 
dealers (the general public can, however, 
import against non-dollar currencies). 
There is a turnover tax of 4 per cent on 
retail sales to the general public, but 
this does not apply to purchases by 
wholesalers and industrial users. Price 
controls on the four metals have been 


abolished. 


Tighter Credit—To minimize the dan- 
ger of new inflationary stresses resuiting 
from the recent wage concessions, and 
to discourage the inflow of foreign money, 
the Central Bank Council has taken 
steps to tighten credit. In the first place 
all re-discount quotas—governing the 
maximum amount that credit banks can 
obtain from the central institution by 
re-discounting securities—are being re- 
duced by 15 per cent. Secondly, a 
deduction will be made from all remain- 
ing re-discount quotas in respect of the 
sum total of all credits obtained abroad 
in the form of revolving credits, cash 
credits, acceptances and bills discounted. 
Thirdly, minimum reserve requirements 
in respect of deposits by residents have 
been raised by 1 per cent for all cate- 
gories, whilst reserve requirements for 
deposits owned by non-residents have 
been increased from 12 to 20 per cent 
for sight deposits, from 7 to 10 per cent 
for time deposits, and from 5 to 10 per 
cent for savings deposits. 


Tax Reform by 1959—The Finance 
Ministry has promised a complete re- 
vision and simplification of tax laws by 
the beginning of 1959. It indicated that 
two major alterations would concern 
assessments for married couples and the 
abolition of privileges for certain 
“favoured groups ”’ such as farmers. 


Saar Bank Reopens—The Rochling 
Bank, closed at the time of the Franco- 
Saar Economic Union of 1947, has 
reopened in Saarbrucken. 


GHANA 


Aid for Development—The Govern- 
ment is setting up a Commission for 
Development to co-ordinate all Govern- 
ment development projects. It has been 
reported that Sir Robert Jackson, Special 
Commissioner for the Volta River pro- 
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ject, will be appointed chairman. Under 
an agreement with the United Kingdom 
Ghana will be granted technical aid of 
various kinds by the British authorities. 
In return it will contribute to the study 
of scientific and technical tropical prob- 
lems of concern to Britain and the 


Colonies. 


INDIA 


Decimal Coinage Introduced—The 
switch to the new decimal coinage took 
place at the beginning of April. Banks 
were permitted to close for several days 
to enable them to deal with the technical 
problems involved. 


German Industrial Aid—Delegations 
from Western Germany and Japan have 
visited the country to discuss the possi- 
bility of the wider participation of these 
two countries in Indian development. 
As a result, Germany is stated to have 
offered to establish a prototype workshop 
in India to train technical staff for 
medium and small industries. 


The Industrial Credit and _ Invest- 
ment Corporation, set up a few years 
ago to provide credit for development 


where this could not be obtained from 
existing sources, showed a profit of 
Rs 2,164,000 in 1956 compared with a 
profit of Rs 1,469,000 in the previous 
year. 


IRAN 


Oil Payments Up—lIran received £54 
millions sterling in 1956 as a result of 
the operations of the consortium of 
international oil companies; this com- 
pared with £33 millions received in 1955. 
Crude oil production rose from 16 to 
26 million tons, 10 per cent above the 
figure guaranteed by the consortium’s 
agreement with Iran. In addition to the 
foreign exchange derived from royalty 
payments, some £16 millions of foreign 
exchange flowed into the country in 
connection with disbursements made by 
the oil consortium to meet operating 
expenses. 


Discussions have been proceeding with 
German and Italian interests that are 
anxious to obtain concessions for the 
exploitation of the Qum oilfields, which 
are outside the consortium’s concession 
area. 
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y A solid and dependable investment having one of 
the widest diversifications of interests obtain- 
able. The fund comprises first-class securities 
of Scottish Banks, Insurance Companies and 
Scottish Investment Trust Companies. 


‘SCOTBITS’ 


(Scottish Bank Insurance 
& Investment Trust Units) 


An investment in ‘ Scotbits’ is an investment in the more progressive 
elements of the economy of the English-speaking world. 


AN EXAMPLE OF DIVIDENDS AND CAPITAL APPRECIATION 
OVER TEN YEARS 
Gross Dividend \ 1946/7: 17/3. Offer price ten years | 1947: 5/6 
per 100 units { 1956/7: £2-15-6. ago and today f 1957: 12/73 
Offer price 24th April 12/7}. Commencing gross yield £4-7-6% 
Units may be bought from the Managers by any recognised Bank. Brokerage 
at two-thirds of the minimum Stock Exchange rate is included in the offer 
price and will be paid on any orders bearing the Bank’s stamp. 


THE MANAGERS 


(who will be pleased to forward full particulars) 


Scottish Bank Insurance & Trust Shares 


LIMITED 
5, St. Andrew Square, Edinburgh 2. London Offices : 30, Cornhill, London, E.C.3. 
THE TRUSTEES: THE ROYAL BANK OF SCOTLAND 
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IRISH REPUBLIC 


Bankers’ Fears—The success of Mr 
De Valera’s party at the general election 
in March has caused a certain amount 
of concern in banking circles. Leaders 
of the party have over a period of years 
made it clear that they regard the present 
organization of the banking system as 
one of the principle stumbling blocks to 
economic recovery. Now that the party 
has been returned to power with a clear 
majority, it is thought that it may make 
extensive changes in the banking system. 


Spending Cuts Proposed—The Capital 
Advisory Committee set up in November, 
1956, recommends sweeping changes in 
the allocation of money for capital de- 
velopment purposes in the public sector. 
The committee was asked to suggest 
means of closing a prospective gap of 
£12 millions in a capital budget of £38 
millions. It recommended that grants 
of £5.6 millions to local authorities in 
respect of rate relief on agricultural land 
should be discontinued. It also urged 
the abolition of subsidies on _ butter, 
flour and wheat and meal, and the use of 
the funds thereby released for financing 
capital outlays. 

Restrictions imposed on hire-purchase 
transactions in March, 1956, have been 
withdrawn. 


ISRAEL 


French Pipeline Credit ?—The Israeli 
Finance Minister, Mr Eshkol, has visited 
France for discussions with the French 
Finance Minister, M. Ramadier, on the 
question of French credits to Israel for 
financing a trans-Israel pipeline and 
other projects. 


KENYA 


Three-Year Development Plan—A 
Government statement has revealed that 
it is planned to spend approximately 
{23 millions sterling over the next three 
years in expanding Kenya’s economy. 
Reviewing the colony’s progress during 
the post-war period, the statement 
points out that the national income in- 
creased from £53 millions in 1947 to 
£150 millions in 1955. Imports in- 
creased fivefold, while exports were 
almost trebled. Of the money needed 
for development over the next three 
years, it is intended to obtain £18 
millions through loans raised locally or 
in the United Kingdom. It is stressed 
that the pace of development in the 


colony will be determined to a large 
extent by the ability of London to con- 
tinue to fulfil its traditional réle of 
financing public and private enterprise. 


MALAYA 


Big Trade Gap—A further deterioration 
has taken place in external trade, results 
for February having shown an unfavour- 
able balance of M $44 millions, the worst 
result for more than three years. 


NEW ZEALAND 


Trade Mission to Britain—A New 
Zealand delegation headed by Mr Holy- 
oake, the Deputy Prime Minister, 
arrived in Britain in April to begin 
talks with the United Kingdom authori- 
ties on trade and other economic prob- 
lems of mutual concern. In a statement 
to press correspondents on arrival Mr 
Holyoake drew attention to the steep 
fall in the prices obtained for some of 
New Zealand’s main exports to Britain 
over the past year or so, and indicated 
that unless a sufficient return could be 
guaranteed to the New Zealand farmer, 
perhaps by way of an adequate ad 
valorem profit margin, New Zealand 
would have to reduce its imports from 
Britain and look to other markets. 


No Import Relaxation—The Finance 
Minister, Mr Watts, has asserted that 
New Zealand does not intend to follow 
Australia in easing import restrictions, 
pointing out that New Zealand’s restric- 
tions had been far less drastic. 


NIGERIA 


Nationalize Zik’s Bank?—The Premier 
of Eastern Nigeria, Dr Azikiwe, has 
announced that the Government is to 
seek an amendment to the Constitution 
to enable it to nationalize the African 
Continental Bank (Dr Azikiwe’s former 
relations with which were the subject of 
a recent official enquiry). He indicated 
that among the problems to be solved 
were the degree of control to be exer- 
cised over the bank by the Government, 
the amount of compensation to be paid 
to shareholders and whether this com- 
pensation should be paid in Government 
stock created for the purpose or other- 
wise. 


NORWAY 


The Government has extended the 
free import list with effect from the 
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beginning of April, raising the propor- 
tion of liberalized trade with Western 
European countries from 77.5 to 80.3 
per cent. 


SPAIN 


Exchange Unified—The Government 
has carried out an extensive reform of 
the foreign exchange system. It has 
been announced that sales and purchases 
of foreign currencies are to be made 
through official and private banks at the 
Government - controlled centres at 
Madrid, Barcelona and Bilbao at “ effec- 
tive free market rates’ (subject to 
authorization by the Institute of Foreign 
Exchange). Previously, trade transactions 
were arranged at a number of different 


CORRESPONDENCE 





rates. In future, all business is apparently 
to go through at the unified “ free 
official”’ rate. This has now been 
adjusted slightly to 117} to the pound 
sterling, compared with 110 previously. 


SUDAN 


Egyptian Notes Redeemed — The 
United Kingdom authorities have agreed 
to a transfer from Egypt’s blocked 
account of {£15 millions to redeem 
Egypt’s bank notes circulating in the 
Sudan. These are now being withdrawn 
to make way for the new Sudanese 
currency. Another {6-7 millions of the 
withdrawn currency will be redeemed 
by Egypt in goods at a rate of £2 millions 
per annum. 


Investment in Industry 


Sir,—I am writing to correct the 
provisional estimates of capital formation 
for 1956 given in my article on “‘ Invest- 
ment in Industry: Has Britain Lagged ? ”’ 
in your April issue. ‘The increase in 
the volume of manufacturing investment 
in Britain between 1955 and 1956 is 
now officially estimated at 14 per cent 
(my figure was 22 per cent), and the 
increase in Germany is estimated at 
6 per cent (compared with my 9 per 
cent). The substantial increase foreseen 


for the United States is confirmed. 
Although this means that the volume 
of investment in West German industry 
was last year—as in the previous two 
years—larger than in Britain, the main 
argument of the article is not affected.— 
Yours faithfully, 
T. BARNA, 
National Institute of Economic 
and Social Research, 
Smith Square, S.W.1. 
April 23, 1957. 


First Step to Electronic Banking 


Sir,—Your article entitled ‘ First 
Step to Electronic Banking,” in your 
April issue, has been read with consider- 
able interest by members of this union. 

Under the sub-heading ‘“‘ Impact on 
Staff . . .”’, you make reference to the 
union’s consideration of this important 
development. You refer to a refusal by 
the banks to acknowledge that there is 
anything to discuss with staff repre- 
sentatives. 

My union has been given to under- 
stand by the Committee of London 
Clearing Bankers that exchanges of 
information which may seem desirable 
between employers and employees will 
take place; and more emphatically by 
the Ministry of Labour that the banks 
accept that there should be consultations. 
What has not been accepted by the 
clearing banks is that consultations 


should take place at national level on 
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this subject, which to a large degree has 
to be tackled by the big banks in concert 
(we have already had talks institutionally 
with certain banks.) I am glad to see 
support from the Central Council of 
Bank Staff Associations on the need for 
collective consultations. 


The NUBE welcomes progress in any 
form, including electronic aids, with 
proper safeguards, and we have some 
assurance that staff redundancy in the 
worst sense of that word is unlikely to 
arise. But the union is emphatic that 
consultation must take place at the outset 
or planning stage—not merely after the 
stage is set.—Yours sincerely, 


T. G. EDWARDs, 
General Secretary, National 


Union of Bank Employees, 
28 Old Queen Street, S.W.1. 
April 8, 1957. 
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APPOINTMENTS AND RETIREMENTS 


Allen, Harvey & Ross—Mir G. C. Freeman 
has retired from the board. 

Barclays Bank—Head Office: Inspection 
Dept.: Mr J. Ruskin from Reading to be 
inspector. Birmingham, Gooch St: Mr T. J. 
Kelly from Smethwick to be manager. 
Cheshunt: Mr R. B. Hobday from Bletchley 
to be manager. Hornchurch: Mr P. D. M. T. 
Ritherdon from East Ham to be manager on 
retirement of Mr Topp. Kettering, Market 
Place: Mr A. J. Bayley from Peterborough 
to be manager. Knutsford: Mr R. T. 
Cheshire from Lymm to be manager on 
retirement of Mr Fryer. Llangollen: Mr D. 
Jones from Aberystwyth to be manager. 
Loddon: Mr E. A. Bramley from King’s 
Lynn to be manager. Lymm: Mr A. Moreton 
from Manchester to be manager. 

British Linen Bank— Shotts: Mr R. Forrest 
from Glasgow to be manager. Wishaw: 
Mr R. F. Davidson from Hamilton to be 
manager on retirement of Mr Holmes. 
Canadian Bank of Commerce— Mr L. G. 
Perrin, formerly assistant manager, to be 
deputy manager of the London Office. 

The Chartered Bank—Mr J. Shewan has 
been appointed an assistant general manager. 
Clydesdale & North of Scotland Bank— 
Head Office: Mr D. Stenhouse from Glasgow 
to be manager. Alexandria: Mr W. B. Keir 
from Head Office to be manager. Glasgow, 
St Enoch Sq: Mr J. H. Borland from Head 
Office to be manager. Rothesay: Mr R. 
Hutchison from Glasgow to be manager. 
District Bank—Head Office: Mr W. Hey 
to be manager securities dept. London— 
Corniull: Mr W. G. Highfield to be manager 
securities dept. Nuneaton: Mr H. S. L. 
Johnson to be manager. 

Johnson, Matthey & Co.—Mr G. C. H. 
Matthey has been elected chairman following 
the death of Mr H. W. P. Matthey. 
Mr G. C. H. Matthey was appointed a joint 
managing director of the company in 1913 
and served in this capacity for 35 years. 
Lloyds Bank—Mr E. A. Norton of Bir- 
mingham has been appointed a member of 
the Birmingham Committee, and Mr 
kK. C. H. Rowe of Exeter has been appointed 
a member of the Devon and Cornwall 
Committee of the bank. Head Office— 
Advance Dept: Mr D. J. Hands from 
Birmingham to be a controller; Branches 
Stock Office: Mr D. G. Caswall to be 
assistant manager on retirement of Mr 
Newcomb; Chief Inspector’s Dept: Mr N. J. 
Beesley from Perivale to be an inspector; 
Staff College: Mr R. Sharper from Ather- 
stone to be an instructor. London—Aldwych: 
Mr I. R. Campbell-Orde from St James’s 
St to be manager on retirement of Mr Ellis; 
Park Royal: Mr F. H. Weddup to be 
manager, Perivale: Mr F. E. Kingdon from 
Leadenhall St to be manager; St FJames’s St: 


Mr T. R. Woodford-Smith from head office 
to be assistant manager. 

Martins Bank—Head Office: Mr E. W. 
Deyes and Mr F. P. Smith to be inspectors. 
Bexley: Mr A. L. Kirk from Holborn to be 
manager. 

Mercantile Bank of India—Mr H. W. 
Hawkins, deputy chief manager, is to retire. 
He will be succeeded by Mr C. R. Wardle. 
Midland Bank—Head Office: Mr E. O. 
Leadbetter, formerly a superintendent of 
branches, to be a general manager’s assistant 
on retirement of Mr Bird; Mr J. Pryor to 
be superintendent of branches. London— 
Acton Vale: Mr G. H. Grainger from Kings- 
way to be manager; Cricklewood: Mr 
C. R. C. M. Hammond from Acton Vale 
to be manager; Hackney: Mr S. A. Luxton 
from Cricklewood to be manager on retire- 
ment of Mr Stoakley; Threadneedle St: Mr 
S. T. Graham to be deputy assistant 
manager. Barnsley: Mr H. R. Peace from 
Shefheld to be manager on retirement of 
Mr Hagar. Bath, Milsom St: Mr L. C. 
Bridgeman from Folkestone to be manager 
on retirement of Mr J.von. 

National Bank of Scotland—Cowdenbeath: 
Mr J. C. Bell from St Andrews to be 
manager. Grangemouth: Mr J. B. Smith 
from Glasgow to be manager. Aurkcaldy, 
Pathhead: Mr W. M. OQ. Petrie from 
inspectors’ dept to be manager on retire- 
ment of Mr N. McEwan. 

National Provincial Bank — Overseas 
branch: Mr R. C. Spratt to be manager on 
retirement of Mr Walgate. London— 
Cricklewood: Mr R. C. Howlett from Wat- 
ford to be manager on retirement of Mr 
Thomas; Devonshire House: Mr N. S. 
Blackler from Ebury St to be manager on 
retirement of Mr Henry; Ebury St: Mr 
L. G. P. Nind from Stratford to be manager. 
Beverley: Mr C. H. Barringer from Tam- 
worth to be manager. Boston: Mr N. A. 
Cowey from Beverley to be manager on 
retirement of Mr Cook. 

Standard Bank of South Africa—Sir 
Edmund Hall-Patch has been elected chair- 
man in place of Sir Frederick Leith-Ross, 
who remains on the board. Mr M. Berry 
has resigned his séat on the board and Mr 
J. Prideaux has been appointed in his 
place. 

Westminster Bank—Head Office: Mr 
T. F. B. Powell to be deputy chief 
accountant; Mr R. H. Bohling and Mr 
S. A. Gregory to be assistant chief ac- 
countants; Mr T. J. D. Jeffrey from 
Bristol to be an inspector of branches. 
London—Covent Garden: Mr A. W. Brooks 
to be deputy manager; Wimbledon Common: 
Mr E. W. Mason to be manager on retire- 
ment of Mr H. J. Fooks. Bristol: Mr R. C. 


Mitchell from Yeovil to be assistant manager. 
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BANKING STATISTICS 


Trend of * Risk ’’ Assets 


(£ millions, except for italicized figures, which show percentage of gross deposits) 





















Change Change 
1956 1957 on latest on 
March Jan Feb March month year 
Barclays: 
Advances .. 367.5 364.1 376.1 387.2 11.1 +-19.7 
% iF 28.1 25.9 28.1 28.8 
Investments 450.4 479.2 489.5 489.8 - 0.3 - 0.3 
% 34.5 34.1 36.5 36.4 
Lloyds: 
Advances .. 335.3 346.9 364.9 381.2 16.3 -~45.9 
% ‘a 30.2 29.5 32.4 34.1 
Investments 376.3 371.8 373.3 365.5 — 7.8 —10.8 
% 33.9 31.5 33.2 32.7 
Midland: 
Advances .. 405.0 399.5 409.1 412.0 2.9 7.0 
yA Xf 30.5 27.9 30.2 30.7 
Investments 462.3 421.6 432.6 432.6 —— — 29.7 
o - re 34.8 29.4 31.9 32.2 
National Provincial: 
Advances .. 271.8 240.6 251.4 272.9 +-21.5 1.1 
a bus 36.9 30.8 34.3 37.4 
Investments 216.3 221.1 aah. 213.3 —- 7.9 — 3.0 
% aa 29.4 28.4 30.2 29.3 
Westminster: 
Advances .. 250.6 248 .6 254.9 253.7 —- 1.2 3.1 
%, ia 32.0 29.4 31.6 32.1 
Investments 249 .3 242.4 242.4 242.4 me —- 6.9 
/o 31.8 28.7 30.0 30.7 
District: 
Advances .. 62.7 66.6 68.8 65.9 - 2.9 3.2 
% oo 28.5 27.8 30.8 29.8 
Investments 69.8 72.8 72.7 70.7 — 2.0 - 0.9 
% 31.7 30.4 ja.8 32.0 
Martins: 
Advances .. 94.1 85.0 86.8 88.9 2.1 —- 5.2 
A - Po ey 26.8 29.5 29.9 
Investments 85.2 89.1 89.1 89.1 — 3.9 
% ea - 30.1 28 .3 31.3 30.0 
Eleven Clearing Banks: 
Advances .. i 1,904.6 1,864.0 1,923.5 1,976.5 +. 53.0 +-71.9 
% os 31.3 28.5 31.1 32.1 
Investments 1,993.1 1,992.2 2,011.3 1,993.2 —-18.1 - 0.1 
% 32.7 30.5 32.5 32.3 
Trend of Bank Liquidity* 
1955 1956 1957 
Mar Dec Jan Feb Mar Oct Nov Dec Jan Feb Mar 
% % % % % Yo % % % % % 
Barclays eh 8 37.9 399.4 35.7 -36.35 26.4 325.5 6.3 46.5 32.7 Be 
Lloyds 98 8 2646 36.4 232.3 3.3 3.34 BA 4 B.2 29.7 
Midland -— 254 29 37.7 338 2.8.28 B22 B.2 22.3 RS 34.1 
National Prov 6 7 38.7 38.0 34.1 31.3 36.2 35.4 37.2- 37:8 33.2 31.1 
Westminster.. 29.7 36.3 37.7 34.7 33.1 37.6 37.1 37.6 37.9 3.3 a 
District 2 26 Be St PS 2 me. ee ae ae 35.7 
Martins . 98.5 39.8 36.8 33.6 33.3 39.9 39.3 42.1 40.9 36.9 36.7 
All Clearing 
Banks . 20.9 37.4 37.6 34.3 33.1 37.1 36.4 37.4 37.4 33.6 32.6 


* Cash, call money and bills shown as percentage of gross deposits. 
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Averages 
of Months: 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1951: 
Oct 
Nov 
1956: 
Mar 
Dec 
1957: 
Jan 
Feb 
Mar 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1 


Banking Trends since World War I* 


Net 


Deposits 


£mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 


. 4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 
6,012 


5,981 
5,973 


5,828 
6,305 


+ Ratios to gross deposits, i.e. including items in course of collection. 


Ways and Means Advances: 


Bank of England .. 
Public Departments 


Treasury Bills: 


Tender 
Tap 








Floating Debt 


Liquid Invest- Combined 
Assets Ratiot ‘TDRs ments Advances’ Ratiot 
{mn % {mn {£mn % 
680 38 -— 325 833 64 
658 37 — 391 750 64 
581 35 — 356 761 67 
545 33 — 341 808 69 
539 32 me 286 856 69 
532 32 — 265 892 70 
553 32 - 254 928 69 
584 33 os 254 948 68 
568 32 — 257 991 69 
596 33 — 258 963 68 
560 32 -- 301 919 69 
611 34 — 348 844 67 
668 34 _- 537 759 66 
576 31 —- 560 753 70 
623 31 —- 615 769 69 
692 32 ~- 614 839 68 
713 32 - 643 865 68 
683 30 = 652 954 70 
672 30 -—— 637 976 71 
648 29 = 608 991 71 
785 31 73 666 955 65 
676 23 495 894 858 59 
712 22 642 1,069 797 57 
723 20 1,002 1,147 747 52 
788 19 1,387 1,165 750 46 
886 19 1,811 1,156 768 41 
1,280 25 1,492 1,345 888 44 
1,646 29 1,308 1,474 1,107 46 
1,703 29 1,284 1,479 1,320 47 
1,920 32 983 1,505 1,440 49 
2,345 39 430 1,505 1,603 52 
2,308 38 247 1,624 1,822 56 
2,097 34 —- 1,983 1,838 62 
2,201 35 —- 2,163 1,731 62 
2,190 34 ~- 2,321 1,804 64 
2,098 33 _ 2,149 2,019 65 
2,218 35 —- 1,978 1,897 62 
2,423 39.1 177 1,555 1,897 55.7 
1,981 32.0 108 2,033 1,925 64.0 
2,012 33.1 —_ 1,993 1,905 64.0 
2,492 37.5 — 1,980 1,913 58.5 
2,447 37.4 _- 1,992 1,864 59.0 
2,077 33.6 aa 2,011 1,924 63.6 
2,008 32.6 —- 1,993 1,977 64.4 
936. 








Apr 21, Mar 23, Mar31, <Apr6, Apri3, Apr 20, 
1956 1957 1957 1957 1957 1957 
{mn {mn {mn {mn {mn {mn 

— 9 — — — — 
286.0 272.1 276.9 289 .3 295.6 273.5 

3,260.0 2,910.0 2,880.0 2,860.0 2,840.0 2,830.0 

1,600.6 1,284.4 1,315.3 1,306.4 1,362.5 1,390.5 

5,146.6 4,468.0 4,472.2 4,455.7 4,498.1 4,494.0 
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1952-53 
1953-54 
1954-55 
1955-56 .. 
1955-56 
April-Feb 
March . 
1956-57 
April-Feb 
March 















































Years and 
Quarters 


1946 
1947 
1948 .. 
1949 .. 
1950 .. 
1951 
1952 
1953 .. 
Te os 
1955 
1956 
1956: 
Fr 
ee 
Til. 


October 
November 
December 
.- 
1957: 
January 
February 


March 
I 


(£ mns: Receipts 


Savings 
Certi- 
ficates 
(net) 
20.8 
-19.0 
-45.8 
-20.9 


-~20.6 
0.3 


-+-68.4 
i, Fy 


Defence 
Bonds 
(net) 


11. 


- @. 


+30. 
+63. 


+24, 
1.3 


a 
Q. 


Ww Ow WwW 


6 


- 


/ 


Savings Premium ‘Total Accrued 
Banks Bonds Small Interest 
(net) (net) 
—131.6 — —122.1 88.3 
— 79.3 — — 60.0 88.6 
— 35.5 — 89.5 89.4 
— 76.4 — — 32.7 77.6 
— 75.4 — — 30.8 69.9 
— 1.0 — —- 2.0 vad 
— 28.2 59.4 +101.9 -~35.4 

8.6 6 + 18.5 ~ 0.1 


* After taking account of net sales through 
securities other than defence bonds. 


National Savings 


into Exchequer reported during period) 


(Millions of US dollars) 


Net Gold and Dollar 
Surplus (+-) or Deficit (—) 





With 


EPU® 


W 


Other 
Areas 


ith 


-791 


— $76 
— 460 


-433 
~ 407 


~— 406 


— 408 


+187 


~ $32 


54 


36 
20 


84 


and $14 mns to IFC in August last. 
and monthly payments to EPU creditors not deducted. 
1946 from US and Canadian loans; $420 mns from IMF in 1947-49: $325 mns from 
S. African gold loan of 1948; $177 mns from sale of Trinidad oil company in September, 
1956; $30 mns from sale of US Govt bonds in November; $59 mns from India’s drawing 
on IMF in February and $68 mns in March. 

t Balance of drawing of $561 mns from IMF and end-year instalments on US and 
Canadian post-war loans of $181 mns, of which $104 mns paid into holding account 
pending formal sanction of interest waiver. 


Net 
Surplus 
or 
Deficit 
— 908 
~ 4131 
-1710 
- 1532 
- $805 
— 988 
- 736 
546 
492 
— 575 
— 619 


140 
- 99 
— 236 
- 9 
— 313 
— 218 


— 622 


—— 


—. Oy 


- 11 


——___ _____. 


a “ge 





Special! 
Ameri- Payments 
can and 
Aid Creditst 
— -1123 
— ~ 3513 
682 ~ $05 
1196 168 
762 45 
199 ~ 176 
428 — 181 
307 — 181 
152 — 400 
114 — 181 
66 ~ 566 
17 -- 
Y 
23 156 
7 ae 
4 30 
6 380} 
17 410 
4 ams 
+ 59 
5 68 
127 


13 


Britain’s Gold and Dollar Reserves 





Total 

Defence Remain- 
Bond ing In- 
Maturity vested* 
—45.5 6,020.9 
—-38.4 6,008.7 
16.0 6,126.2 
-49.0 6,119.0 
—43.9 6,119.0 
— 5.1 6,119.0 
—-37.3 6,223.0 
— 1.1 6,240.0 


Financed by: 


Change 


in 


Reserve 


220 

— 618 
— 223 
—- 168 
-1612 
— 965 
— 489 
- 672 
244 
642 

13 


157 
108 
- 
~ 
- 279 











S 


the Post Office Savings Bank of Government 


Reserves 
at End 
of Period 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 
2120 
2133 


2277 
2385 
2328 


2244 
1965 
2133 


2133 


2084 
2147 
2209 
2209 


* Portion of deficit or surplus settled in gold (in month following each accounting period). 
+ Payments comprised annual service charges on the US and Canadian loans in each 
December from 1951 to 1955; also, initial payment of $99 mns on funding of EPU debt; 
repayment of $112 mns to IMF in 1954; further $7 mns on EPU funding in July, 1956; 


Quarterly instalments on Canadian post-war loan 
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Credits comprised $4,909 mns in 
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Tullis Russell offer the benefits of 50 years’ experience 
Map and skill in making sensitized security cheque paper, of a 
—" quality and character that help to safeguard the reputation 


of British Banking all over the world. Day and night, 


month in and month out, one of Tullis Russell’s machines 
is engaged entirely in making this paper for all the big 
banks at home and overseas. Every stage of the work is 
supervised by qualified technicians specially trained to 
control and develop the paper’s protective qualities. 

For safety, security and consistency of quality, specify 


T.R. Security Cheque Paper—it is a credit to Banking! 


Tillis Russell + ©. Ltd. 


THE PIONEERS OF TWIN WIRE PAPERS FOR PRINTERS AND 

SPECIALISTS IN THE MANUFACTURE OF TECHNICAL PAPERS FOR INDUSTRY 
ESTABLISHED 1809 

SCOTLAND: Auchmuty & Rothes Paper Mills, Markinch, Fife LONDON: “ivorex House” Upper Thames St., E.C.4 

SIRMINGHAM: 177 Corporation Street MANCHESTER: 372 Corn Exchange Buildings, Corporation Street 
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BANCO DI ROMA 








Joint Stock Company 









Paid up Capital L.1,000,000,000 Reserve L.3,500,000,000 
77th Year 


of H.E. Prof. Costantino  Bresciani 

Turroni, the Banco di Roma held the 
Ordinary Meeting of its shareholders which, 
after hearing the reports of the Board of 
Directors and of the Auditors, approved the 
Balance Sheet closed at December 31, 1956, 
the Profit and Loss Account and the allocation 
of the year’s profit. 

After giving a brief outline of the most 
salient aspects of Italy’s economic situation in 
the framework of world conditions, the 
Board of Directors’ report comments on the 
outstanding data referring to the activity 
carried on by the Bank in 1956 both in Italy 
and abroad, which, as shown by the grand 
total of the balance sheet items, amounts to 
L.. 1,128,000 million, with an increase of 
127,000 million Lire over the total for 1955. 

The volume of credit supplied in different 
forms to the Italian economy, including total 
investments (381,900 million Lire), credits for 
commercial acceptances, opening of docu- 
mentary credits and guarantees for third parties 
(70,000 million Lire), amounts to about 452,000 
million Lire and shows an increase of 49,000 
million Lire over the corresponding figure in 


():: April 15, 1957, under the chairmanship 


the previous balance sheet. The funds col- 
lected, which show a further increase of 52,700 
million Lire, added to the circular cheques 
outstanding, make a total of 581,000 million 
Lire. Cash funds and investments in Govern- 
ment, Government-guaranteed and other bonds 
also followed an upward trend, reaching a 
global amount of about 242,000 million Lire. 


The net profit for the year which, after 
provisions have been made for the _ usual 
sinking funds and appropriations, amounts to 
846,214,018 Lire—over 26 million Lire more 
than in 1955—has made it possible to grant 
shareholders a 9 per cent. dividend and to 
allocate 750 million Lire to the Reserve, which 
is thus brought up to 3,500 million Lire. 


The meeting then proceeded to appoint the 
Auditors for the three-year term 1957-59 and 
to elect the Chairman of the Board of Auditors. 
The Board of Directors, which met immediately 
after the Shareholders’ Meeting, re-confirmed 
the following appointments: H.E. Prof. Costan- 
tino Bresciani Turroni as Chairman, Baron 
Prof. Francesco Mario Oddasso as Deputy 
Chairman and Cav. del Lavoro Ugo Foscolo as 
Managing Director. 





BALANCE SHEET AT 


ASSETS 

Cash and Funds with Central Bank 
and ‘Treasury L. 69,675,767,914 

Funds with other Banks in Italy and 
Abroad a 75,082,517,547 

Ordinary Treasury Bills, Govern- 

ment, Government - guaranteed 
and other Bonds . . vga 97,169,385,080 
Industrial and other Securities .. oh 339,807,448 
Portfolio a a .. 4,  149,020,615,849 
Contangoes .. re A oe 14,205,068,771 
Secured Advances .. + ew 37,285,728,111 

Loans, Advances and other Ac- 
counts - - ee ., 181,403,001,909 


Sundry Debtors 2,614,972,983 
Liabilities of Customers for Com- 


mercial Acceptances and Open- 


ings of Documentary Credits .._,, 31,895,988,053 
Liabilities of Customers for Guaran- 

tees ; - die 38,055,961,411 
Banking Participations . ee 1,672,780,412 
Bank Premises As a a 497,871,513 
Furniture and F ittings ne ee l 





L. 698,919,467,002 
Contra Accounts 








Securities: 
As Collateral ‘ as .. L.. 71,970,407,569 
As Guarantee ee ase 49,447,188 
Sundry Securities Accounts ~. os 3597,149,694,213 
Total L.1,128,089,015,972 
Chief Accountant: Nazareth. Auditors: Matteucci 
(Chief Auditor), Bossi, Foschini, Mazzantini, Obber. 


DECEMBER 31, 1956 
LIABILITIES 

Share Capital - - — = 1,000,000,000 
Reserve Fund - an ae 2,750,000,000 
Savings Accounts .. _ -. yy  171,184,315,749 
Current and Sundry Accounts... ,, 391,743,597,032 
Circular Cheques .. - ‘ia. fla 18,035,845,449 
Ordinary Cheques .. va Fel. sam 281,646,804 
Bills for Collection . . se rae 19,800,898,327 
Sundry Creditors .. eee 20,436, 900,959 


Commercial Acceptances ii Open- 
ings of Documentary Credits .._,, 


Guarantees for Third Parties ga. ee 


Rebate on Portfolio and on Treasury 
ills a 


Balance and Profit aeaiatin Semteall ee 
Net Profit for Current Year eae ae 


31,895,988,053 
38,055,961,411 


2,862,048,722 
26,050,478 
846,214,018 





L. 698,919,467,002 
Contra Accounts 


Depositors of Securities’ for 





Guarantee .. L.. 72,019,854,757 
Sundry Securities Accounts eae 357, 149,694,213 
Total L.1,128,089,015,972 





Chairman: Bresciani Turroni. Managing Director: 


Foscolo. 


The 9 Lire dividend per share will be payable from April 16, 1957, at all branches of the 
Banco di Roma in Italy on presentation of the share certificates. 
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LOMBARD BANKING LIMITED 








The Bank’s Financial Strength and Expansion 





HE Annual General Meeting of Lombard 
TT Banking was held at the Dorchester Hotel, 
London, on April 16. 

In his Statement, the Chairman, Mr. E. G. 
Spater, F.C.1.1., referred to the growing finan- 
cial strength and expansion of the Bank which 
warrant admiration and confidence. 

He referred also to the difficult trading condi- 
tions which resulted during 1956 from changes 
in Bank Rate and in regulations governing 
Credits and Finance generally. 

His Statement continued: During the year 
the Management have finalised our policy of 
divesting your Bank of all Hire Purchase trans- 
Now the Bank exclusively conducts all 
classes of orthodox banking business and 
development and expansion of all its depart- 
ments will continue, whilst Hire Purchase trans- 
conducted by Lombank Ltd. 


actions. 


actions are 


Deposit Interest 
Throughout the year we have been able to 
maintain our policy of stability in our Deposit 
interest rates which have remained unchanged. 


New Head Office 
In August, 1956, our Head Office was trans- 
Lombard House, Curzon 
of outstanding 


ferred to the new 
Street, London, a_ building 
character, which provides headquarters appro- 
priate to our name, reputation and business. 
Our plans for expansion embrace both the 
United Kingdom and the Commonwealth and 
only time and man-power govern the extent 
and speed of these parallel developments. 
Lombard Marcroft Ltd., which is our asso- 
ciated Company, owned in partnership with 
Marcroft Wagons Ltd., had a successful year 
and increased turnover and profit were achieved. 
In Lombard Holdings Ltd., few new invest- 
ments were made, but quite substantial in- 


creases were made in undertakings in which we 


are already interested. 

Lombard Development Corporation Ltd., our 
new investment Company, has made an impres- 
sive start, and achieved a degree of success and 
profit. 

Devon House Finance Co., Ltd., an old- 
established, highly respected and _ capably 
managed Hire Purchase Company, became a 
member of the Lombard Banking Group in 
July, 1956, following acquisition of a substantial 
interest in the equity capital. 





Lombank (Ulster) Ltd. was formed during 
the year as a subsidiary Hire Purchase Company 
and will operate exclusively in Northern Ireland 
to promote local employment following the 
Northern Ireland Development Board’s en- 
couragement to Industry to locate new works in 
that area. 

Group Profits 

The Profit and Loss Account for the year 
1956 shows a Group Profit of £410,021 against 
£374,224 for 1955. This increase has been 
achieved in a difficult year and with Bank Rate 
at 54 percent. Taxation takes £197,502. The 
Net Profit after taxation is £172,330 (£157,808). 

On the all-important subject of Reserves, 
£50,000 has been placed to Capital Reserve and 
£31,912 to General Reserve. After providing 
for Dividends the balance of Profit and Loss 


Account has been increased to £107,539 
(£65,268). 

The Balance Sheet shows that the total 
Shareholders interest has increased from 


£1,024,234 to £1,442,695, so strengthening the 
foundations of this expanding Bank. Cash in 
Hand and with other Banks has increased to 


‘£1,318,033, a figure which reflects the Bank’s 


conservative liquidity policy. 

Your Board recommend to you a Final Div1- 
dend of 15 per cent., so making with the Interim 
Dividend of 12} per cent. already paid, a total 
of 274 per cent. for the year, compared with 
25 per cent. in 1955. 


Capitalisation 

It is considered that the Bank should now 
relinquish its rights to redeem the 6 per cent. 
Redeemable Cumulative Preference Share Capi- 
tal in order to facilitate application to the Stock 
Exchange, London, for a quotation for these 
Shares. 

Our policy has always been to create maxi- 
mum reserves, which now enables your Board 
to propose to you the capitalisation of part of 
these Reserves, and the issue of Bonus Shares 
to Ordinary Shareholders. This will strengthen 
the Capital foundation upon which depends our 
ability to continue building the House of 
Lombard. It will be proposed that for each 16 
Ordinary Shares of 5s. each, there shall be 
distributed four Ordinary Shares of 5s. each 
credited fully paid, and also three Cumulative 
Preference Shares of £1 each credited fully paid. 








BANK LEUMI LE-ISRAEL B.M. 





Steady Progress 





Bank Leumi Le-Israel B.M., being the 
fifty-fifth of the business established in 
held on March 28, 1957, at the 
Bank’s registered office. Mr. S. Hoofien was 
in the chair, and Dr. A. Barth, the General 
Manager, addressed the meeting. 

In his introductory speech, the General Man- 
ager pointed to steady progress: the Bank’s 
Reserve Fund had been increased by [£250,000 
and the Capital and Reserves amounted to 
1£5,250,000. The sum of I[£100,000 was 
proposed for appropriation to Contingencies 
Reserve. Deposits had risen from I {144,000,000 
in 1954 and I1£152,000,000 in 1955 to 
[£174,000,000 in 1956. The strengthening of 
the Bank’s position had also found its expres- 
sion in the considerable increase in the number 
of depositors, which had increased by 8.6% in 
1953, by 13% in 1954, by 18.3% in 1955 and 
by 20% in 1956. 

The number of branches had been increased 
from 61 to 70 and the opening of several addi- 
tional branches was contemplated for 1957. 
The Bank’s new Savings Scheme enjoyed great 
popularity and had attracted over 1£7,000,000 
in Long-Term Deposits. 

The General Manager 


"| Bar sixth Annual General Meeting of the 


1902, was 


explained that the 


credit restriction policy of the Bank of Israel, as 


NORTH BRITISH AND MERCANTILE INSURANCE 


an anti-inflationary measure, had almost endl 
tirely precluded an expansion of the Bank’g™ 
loans and advances to customers, and that thé 
increase which had taken place had beeq™ 


rendered possible mainly through rediscounts™ 


effected by the Bank of Israel and through ~ 
Government deposits made for that purpose,” 
The special additional credits had been directed” 
mainly to agriculture and to the export trade, 7 


‘4 


In reviewing general economic conditions, the ~ 


General Manager referred to the new Interest _ 


Law and to the Order of the Minister by whic 4 


the maximum interest rate had been fixed at 
11°, with a maximum of 10% applicable to. 
loans to industry and agriculture. 


In conclusion, Dr. Barth was in full agrees 


ment with the Government’s policy aiming: at 


the restriction of consumption through price ~ 


increases. He stressed the need for increased — 


production, for the reduction of unessential im- 7 


ports, and for the expansion of agricultural and 
industrial exports. 


A final dividend of 64°, was declared, which — 
again brings the total dividend for the year to 
123%. 


Fi 


* 


The Directors retiring in rotation were ree © 


elected, and Mr. Y. M. Geri and Mr. Z. Onn, 
who had been co-opted to the Board to fill the 


vacancies caused by the death of Mr. I. Bareli © 


and Mr. L. Braudo, were elected. 





Record New Life Business 





HE annual general meeting of North 

British & Mercantile Insurance Company 

Limited will be held on May 9 in 
Edinburgh. 

The following is an extract from the circu- 
lated statement of the Chairman, the Rt. 
Hon. Lord Brand, C.M.G., D.C.L. 

Fire Department.—Premiums at 718,480,490 
show an increase of {1,054,463 compared with 
the 1955 figure of £17,426,027, whilst losses at 
£9,905,399 show an increase of £1,345,203 
over the figure of £8,560,196 in the previous 
year with a ratio of 53.60 per cent., against 
49.12 per cent. in 1955. 

After an addition of £265,606 to the Pro- 
vision for Unexpired Risks we are left with an 
adverse balance on our Fire Account this year 
of £318,669, 1.72 per cent., which compares 
with a profit of £491,268, 2.82 per cent., in the 
previous year. 

Casualty Department.— Total premiums 
amounted to £9,428,598, being £1,768,650 in 
excess of those for 1955. ‘Total claims incurred 
amounted to £5,453,510, against £4,135,629, the 
percentage of claims to premiums being 57.84 
per cent. compared with 53.99 per cent. for 1955. 

After adjusting the reserve for unexpired 
risks on the usual basis there is an underwriting 
loss of £165,176, 1.75 per cent. of premiums 


underwriting 
for 1955. 


with an 
3.11 per cent., 


compared 


£237,927, 


Marine Department.—The Marine premium ~ 


income for 1956 was £1,837,418, which com- 
pares with £1,730,660 in 1955. 


Claims totalled £ 1,209,690, against £1,122,926 i 


in 1955, and Expenses of Management and 
Overseas Taxes amounted to £227,125, 
corresponding figure for 1955 being £272,909. 


We have transferred the sum of £338,532 from © 


our Marine Fund to Profit and Loss Account. 


Life Department.—We again wrote a record © 


volume of new business, the total new sums 
assured after deduction of reassurances given 


off being £14,384,500 in 1956 compared with 


£13,791,700 in 1955. 


profit of 


the © 


Consolidated Profit and Loss Account.—Net ~ 


Interest on Investments amounts to £1,171,492 
compared with £1,133,727 in the previous 
year. The operations in the Fire, Accident 


and Marine Accounts during the year resulted ‘ 
compared with a ~ 


in a net loss of £145,313, 
profit of £1,060,831'in 1955. 


The proposed dividend of 2s. 3d. per share 4 


and the dividend will absorb 


£751,812. 
United Kingdom Taxes amount to £299,587 
and Overseas ‘Taxes charged to this account 


£5,211. 


preference 
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